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December 13, 2012

Melanie Hill, Executive Director

Health Services and Development Agency
500 Deaderick Street, Suite 850
Nashville, TN 37243

RE: Certificate of Need Application
Baptist Memorial Rehabilitation Hospital, G.P.
Dear Ms. Hill:
Enclosed are three copies of the Certificate of Need application for the rehabilitation
facility at Baptist Memorial Rehabilitation Hospital, G.P. A check for $45,000.00 is

enclosed for the review fee.

Thank you for your attention.

Sincerely,

A gl

Arthur Maples
Dir. Strategic Analysis

Enclosure



BAPTIST MEMORIAL HEALTH CARE » MEMPHIS, TENNESSEE 1584713
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CERTIFICATE OF NEED
APPLICATION

Baptist Memorial
Rehabilitation Hospital, G.P.

December 2012




1.  Name of Facility, Agency, or Institution

Baptist Memorial Rehabilitation Hospital

Name

1238 and 1280 South Germantown Parkway and adjacent property at unspecified address
Street or Route

Shelby Germantown TN 38138

County City State Zip Code

2. Contact Person Available for Responses to Questions

Arthur Maples Dir. Strategic Analysis
Name Title

Baptist Memorial Health Care Corporation Arthur.Maples@bmhcc.org
Company Name Email address

350 N. Humphreys Blvd. Memphis TN 38120
Street or Route City State Zip Code

Employee 001-227-4137 001-227-5004

Association with Owner Phone Number Fax Number

3. Owner of the Facility, Agency or Institution

Baptist Memorial Rehabilitation Hospital, G.P. 901-476-2621

Name Phone Number

5250 Virginia Way, Suite 240 Willlamson
Street or Route County
Brentwood TN 32027
City State Zip Code

4. Type of Ownership of Control (Check One)

A. Sole Proprietorship F. Government (State of TN or
B. Partnership . — XA 4 Political Subdivision)

C. Limited Partnership H Joint Venture

D. Corporation (ForProfit) =~ '\' Limited Liability Company

E. Corporation (Not-for-Profit) ' Other (Specify)

PUT ALL ATTACHMENTS AT THE BACK OF THE APPLICATION IN ORDER AND
REFERENCE THE APPLICABLE ITEM NUMBER ON ALL ATTACHMENTS.




Name of Management/Operating Entity (If Applicable)
CHC Management Services, LLC

Name
5250 Virginia Way, Suite 240 Williamson
Street or Route County
Brentwood TN 32027
City State Zip Code

PUT ALL ATTACHMENTS AT THE END OF THE APPLICATION IN ORDER AND
REFERENCE THE APPLICABLE ITEM NUMBER ON ALL ATTACHMENTS.

L eqal Interest in the Site of the Institution (Check One)

A.  Ownership D. Option to Lease X
B. Option to Purchase E. Other (Specify)
C. Leaseof __ Years

PUT ALL ATTACHMENTS AT THE BACK OF THE APPLICATION IN ORDER AND
REFERENCE THE APPLICABLE ITEM NUMBER ON ALL ATTACHMENTS.

Type of Institution (Check as appropriate--more than one response may apply)

Hospital Nursing Home

A .
B. Ambulatory Surgical Treatment J.  Outpatient Diagnostic Center
Center (ASTC), Multi-Specialty K. Recuperation Center
C. ASTC, Single Specialty L. Rehabilitation Facility X
D, Home Health Agency M. Residential Hospice
E. Hospice N. Non-Residential Methadone
F. Mental Health Hospital Facility
G. Mental Health Residential O. Birthing Center
Treatment Facility P. Other Qutpatient Facility
H. Mental Retardation Institutional (Specify)
Habilitation Facility (ICF/MR) Q. Other (Specify)

|

Purpose of Review (Check) as appropriate--more than one response may apply)

A. New Institution X G. Change in Bed Complement
B. Replacement/Existing Facility [Please note the type of change
C. Modification/Existing Facility by underlining the appropriate
D. Initiation of Health Care response: Increase, Decrease,
Service as defined in TCA § Designation, Distribution,
68-11-1607(4) () Conversion, Relocation]
E. Discontinuance of OB Services H. Change of Location X
F.  Acquisition of Equipment I.  Other (Specify) -




9. Bed Complement Data
Please indicate current and proposed distribution and certification of facility beds.
(Note: The beds below will be at the proposed new hospital, although the project involves a
relocation of beds from an existing facility. Please refer to explanation below)
TOTAL
Current Beds Staffed Beds Beds at
Licensed *CON Beds Proposed Completion
A. Medical
B. Surgical
C. Long-Term Care Hospital
D. Obstetrical
E. ICU/CCU —_
F. Neonatal _—
G. Pediatric -
H. Adult Psychiatric -
I.  Geriatric Psychiatric ——
J. Child/Adolescent Psychiatric R—
K. Rehabilitation (Please see note below) 9 0 49 49
L. Nursing Facility (non-Medicaid Certified) S
M. Nursing Facility Level 1 (Medicaid only) — o
N. Nursing Facility Level 2 (Medicare only) S —
O. Nursing Facility Level 2 —
(dually certified Medicaid/Medicare)
P. ICFIMR :
Q. Adult Chemical Dependency e
R. Child and Adolescent Chemical R
Dependency —
S. Swing Beds e o
T. Mental Health Residential Treatment - o
U. Residential Hospice D — o
TOTAL 0 0 49 _49
*CON-Beds approved but not yet in service
Explanation Note** 49 IRF beds at Baptist Rehabilitation-Germantown will be delicensed at 2100
Exeter Road, Germantown, when the equivalent number of beds are opened and certified at the new
proposed rehabilitation hospital. Therefore, this project will not add IRF beds to the community. It will
improve existing capacities with a relocation of [RF beds.
10. Medicare Provider Number Rehab Facility will apply for new Number
Certification Type IRF
11. Medicaid Provider Number Rehab Facility will apply for new Number
Certification Type IRF
12. If this is a new facility, will certification be sought for Medicare and/or Medicaid? Yes




13.

Identify all TennCare Managed Care Organizations/Behavioral Health Organizations
(MCOs/BHOs) operating in the proposed service area. Will this project involve the
treatment of TennCare participants?_Yes If the response to this item is yes, please
identify all MCOs/BHOs with which the applicant has contracted or plans to contract.

TN Care MCOs: BCBST Blue Care, TN Care Select, Americhoice

Discuss any out-of-network relationships in place with MCOs/BHOs in the area.

NOTE: Section B is intended to give the applicant an opportunity to describe the project and
to discuss the need that the applicant sees for the project. Section C addresses how
the project relates to the Certificate of Need criteria of Need, Economic Feasibility,
and the Contribution to the Orderly Development of Health Care. Discussions on
how the application relates to the criteria should not take place in this section
unless otherwise specified.

SECTION B: PROJECT DESCRIPTION

Please answer all questions on 8 1/2" x 11" white paper, clearly typed and spacéd, identified
correctly and in the correct sequence. In answering, please type the question and the response.
All exhibits and tables must be attached to the end of the application in correct sequence
identifying the questions(s) to which they refer. If a particular question does not apply to your
project, indicate “Not Applicable (NA)" after that question. '

Provide a brief executive summary of the project not to exceed two pages. Topics to be included
in the executive summary are a brief description of proposed services and equipment, ownership
structure, service area, need, existing resources, project cost, funding, financial feasibility and
staffing.

Response:
The Executive Summary is provided on the following pages.




Execulive Summary.

The inpatient rehabilitation unit at Baptist Rehabilitation — Germantown serves patients after
stays at Baptist Memorial Hospital- Memphis and Collierville and other hospitals in the region
by providing a comprehensive array of rehabilitation services to treat many types of injuries and
conditions, such as stroke, arthritis, spine and back disorders and injuries, fractures, amputations,
and spinal cord and head injuries. Baptist Rehabilitation — Germantown operates 49 inpatient
rehabilitation beds in 21 semiprivate rooms and only 7 private rooms. Semi private rooms were
the standard when the hospital was opened in the early 90's and rehabilitative care has developed
over the years.

A new facility is now needed to better align patient services with patient needs and expectations
and to support utilization of the entire 49 bed complement of the inpatient rehabilitation facility
(IRF). Space is needed to support patient flow and service management in contiguous therapy,
dining, and exercise areas. Private rooms will accommodate specific patient needs and
expectations for comfort and convenience, Private rooms will also eliminate problems in
matching appropriate patients in semi-private rooms which hampers utilization. However, an
addition at the existing rehabilitation location isn't feasible.

Constructing a modern inpatient rehabilitation facility (IRF) to serve the same community and
relocating the 49 rehabilitation beds to it will provide better access and improve utilization
without adding new rehabilitation beds. A comfortable care environment will support patients’
efforts to return to normal function and promote staff cohesion, communication, productivity and
satisfaction.

Upon completion of the proposed facility, Baptist Rehabilitation —Germantown (“BRG”) will
delicense its 49 inpatient rehabilitation beds. BRG will continue to provide outpatient
rehabilitation services and to operate its existing 18- bed skilled nursing unit,

Proposed Services & Equipment

Baptist Memorial Health Care and Centerre Healtheare have formed a joint venture that proposes
to establish and operate a brand new, state-of-the-art 49 bed (all private rooms) freestanding
inpatient rehabilitation hospital approximately 2.5 miles away from the current facility. Although
a new rehabilitation hospital will be built, bed capacity will be improved by making existing beds
more functionally accessible rather than by adding new ones. If approved, Baptist Rehabilitation
_ Germantown will continue to provide inpatient rehabilitation services during the development
of the new hospital, thus eliminating/limiting any gap in service.

The proposed new hospital will have the needed additional space, as well as added features and
specialized equipment that allow for the expansion of services and enhancements to create more
program specialization. For example,

e The entire specialty hospital is designed to meet the needs of persons with a disabling
condition including all private, ADA compliant patient rooms and bathrooms (not all patient
rooms in current facility are ADA compliant) with features that assist the person with a
disability to become more independent.

o The Activity of Daily Living (ADL) space or room allows family members the ability to
practice safe techniques such as bathing, transterring from bed to chair, etc. prior to taking
the patient home. This reinforces family learning and helps with successful discharge to
home.



e The mobility courtyard includes simulation of curbs, rough and smooth services, and various
depths of steps. Practice on these skills allows persons to be mobile in the community.

e Larger therapeutic gym space allows patients to receive their therapeutic exercises and
training in an environment where they are able to see other patients with disabilities making
progress, thus serving as support to help each patient progress toward their goals

e The addition of private treatment rooms allow for a flexible environment, depending on
patient needs. Large common areas allow for improved socialization skills when recovering
from a disabling condition.

» A specialized Stroke/Neurological Unit (24-26 beds) to meet the needs of the approximately
3,000 MDC 1 (Diseases and Disorders of the Nervous System — See Exhibit B.1) patients
being discharged by Baptist Memorial and other hospitals in a safe and “secure”
environment. This specialized unit is self contained, including dedicated therapy and
treatment space. It is difficult for an older facility with primarily semi-private rooms to
modify the environment to apply such safety features and specialized treatments. The
hospital would also offer specialized programming to serve the needs of Baptist Memorial’s
significant Brain Injury patient population.

Ownmership Structure

The new hospital will be owned and operated by the partnership formed by an affiliate of Baptist
Memorial Health Care and an affiliate of Centerre Healthcare. Baptist Memorial has a 55%
ownership interest and Centerre Healthcare completes the additional 45% interest. A Board of
Directors comprised of members from both parties will govern the operations of the new hospital
and will ensure that Baptist Memorial Health Care Corporation’s Ethical and Religious Directives
(ERD’s) and Charity Policies are followed. A third parly developer or REIT will
purchase/develop the land and building and lease it back to the joint venture. (See Joint Venture
Ownership Structure — Exhibit B.3)

Service Area

The service area for the proposed hospital will continue to be primarily Shelby County where
more than 70% of inpatients originate. Many patients at the current rehabilitation facility have
been discharged from Baptist Memorial Hospital — Memphis or Baptist Memorial Hospital -
Collierville to the Germantown Rehabilitation facility.

Need

Upon completion of the proposed facility, Baptist Rehabilitation-Germantown will delicense its
49 inpatient rehabilitation beds. Thus, the proposed project will not add beds to the service area
but will provide an inpatient rehabilitation facility that has all ADA compliant, private rooms and
state-of-the-art equipment and facilities. These improvements will allow more effective capacity
(semi-private rooms limit capacity due to gender issues, disease control issues, etc.), establish a
“Center of Excellence” for the greater Memphis area (See Exhibit B.4 - Centerre Clinical
Indicators for Centerre’s outstanding clinical outcomes) and better serve the community by
creating specialized programs for stroke, neurological disorders and brain injury patients.

The increased capacity and specialized programming will strengthen the post-acute continuum
and maintain highly acute patient populations. Enhancing the ability to care for medically
complex patients will reduce the likelihood of readmissions and thus reduce the overall cost of
care.



Existing Resources

There are 5 hospitals in Shelby County with certified inpatient rehabilitation beds (including
Baptist Rehabilitation — Germantown) and the total number of beds in service is 218. Since this
project does not add beds and serves the same area, this project will not impact the other
facilities.

Project Cost. Funding, Financial Feasibility and Staffing

o Total Project Costs are estimated to be approximately $33,167,900 including lease costs in
the total amount of $830,286,183 over the initial term of the lease.

o As demonstrated in the Projected Data Chart (Exhibit C: Economic Feasibility.4), the
proposed new hospital will operate with a slight negative financial margin in Year 1. Start-
up costs inherent in developing and operating the new hospital will contribute to the negative
margin. Additionally, the new hospital will obtain a provider number and go through
licensure and certification and will therefore ramp slowly over the first three months of
operation, Beginning in Year 2, the proposed hospital will operate with a positive financial
margin. The proposed hospital will have effectively the same charge structure as the current
unit at Baptist Rehabilitation — Germantown.

e At maturity, it is anticipated that the new hospital will require approximately 130 total FTE’s
— clinical and non-clinical; nurses, therapists, and administrative staff (primarily recruited
from existing Baptist Memorial locations). A CEQO will be hired to manage the day-to-day
operations of the hospital. The CEO will report to a Board of Managers, with equal
representation from both Baptist Memorial and Centerre. The Board of Managers will work
closely with a Community Advisory Committee. A Medical Director will be appointed to
oversee and implement the clinical programming for the hospital. (See Exhibit B.5 for
Hospital Organization Chart, with additional oversight roles).



Provide a detailed narrative of the project by addressing the following items as they relate fo the

proposal.

A Describe the construction, modification and/or renovation of the facility (exclusive of major

medical equipment covered by T.C.A. § 68-11-1601 et seq.) including square footage, major
operational areas, room configuration, etc. Applicants with hospital projects (construction cost
in excess of $5 million) and other facility projects (construction cost in excess of $2 million)
should complete the Square Footage and Cost per Square Footage Chart. Utilizing the
attached Chart, applicants with hospital projects should complete Parts A.-E. by identifying as
applicable nursing units, ancillary areas, and support areas affected by this project. Provide the
location of the unit/service within the existing facility along with current square footage, where, if
any, the unit/service will relocate temporarily during construction and renovation, and then the
location of the unit/service with proposed square footage. The total cost per square foot should
provide a breakout between new construction and renovation cost per square foot. Other
facility projects need only complete Parts B.-E. Please also discuss and justify the cost per
square foot for this project.

If the project involves none of the above, describe the development of the proposal.

Response;

See Exhibit B.IL.a (Square Footage and Cost per Square Footage Chart) for detail regarding
units/departments within the proposed new hospital. The completed hospital will include 49 ADA
compliant, private patient bedrooms with private bathrooms. Additionally, the hospital will have a
kitchen and cafeteria, ADL space, therapeutic gym space, mobility courtyard, and other staff support
offices and spaces (nursing, therapy, administrative).

The hospital will be designed to accommodate specialized programs for stroke and neurological
disorders. The project involves approximately 59,400 sq. ft. of new construction. As shown on the
Square Footage and Cost per Square Footage Chart, the construction costs for the project are
estimated at $15.4M (or $259.66/sq ft. (Sce Exhibit B.ILa)).

The building will be developed by a 3" party developer or REIT. Construction cost per square foot
for hospital projccts approved by the HSDA for the years 2009-2011 are illustrated below. The cost
per. square foot for the proposed hospital is consistent with ranges of those projects, being below the
median for new hospital construction:

Figure B.Il.a

Hospital Construction Cost per Square Foot
Source: CON Approved Applications for Years 2009 through 2011

Subpopulations Renovated Construction New Constructlon Total Construction
1" Quartile $125.84/sqft $235.86/sqft $167.99/sq ft
Median T $177.60/sq ft T 8274.63/sq ft $249.32/sqft
37 Quartile $273.69/sq ft $324.00/sq ft $301.74/5q ft




B Identify the number and type of beds increased, decreased, converted, relocated, designated,
and/or redistributed by this application. Describe the reasons for change in bed allocations and
describe the impact the bed change will have on the existing ‘services.

Response:

This application requests the establishment of a new inpatient rehabilitation hospital with 49 beds.
However, since the existing facility will delicense 49 beds, the practical effect is relocation of 49
inpatient rebabilitation beds. As previously mentioned, relocation of the beds from the current
location to the new hospital will allow for increased capacity and specialized programming with all
ADA compliant private rooms, state-of-the-art equipment and facilities.

10
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As the applicant, describe your need to provide the following health care services (if
applicable to this application):

Adult Psychiatric Services

Alcohol and Drug Treatment for Adolescents (exceeding 28 days)
Birthing Center

Burn Units

Cardiac Catheterization Services

Child and Adolescent Psychiatric Services
Extracorporeal Lithotripsy

Home Health Services

. Hospice Services

10. Residential Hospice

11. ICF/MR Services

12. Long-term Care Services

13. Magnetic Resonance Imaging (MRI)

14, Mental Health Residential Treatment

15. Neonatal Intensive Care Unit

16. Non-Residential Methadone Treatment Centers
17. Open Heart Surgery

18. Positron Emission Tomography

19. Radiation Therapy/Linear Accelerator

20. Rehabilitation Services

21. Swing Beds

Response:

This application is necessary to continue providing an essential level of patient care in the
most effective manner possible. The service configuration for the inpatient rehabilitation
unit that has been in place since the early 90's relics heavily on semi-private rooms at
Baptist Rehabilitation -Germantown, Improvements cannot feasibly be accomplished
without adding space. The proposed new inpatient rehabilitation facility will be licensed
as a freestanding Rehabilitation Hospital. The inpatient rehabilitation beds at the
rehabilitation unit will cease and beds at the hospital will begin without adding beds in the
community. It is an improvement in the functionality of existing resources.

©ONDO AWM=

The system that identifies patients whose needs are appropriately served by IRFs has
changed over the years through adjustments in the Medicare payment system. Inpatient
rehabilitation is particularly effective for patient populations with a large number of
stroke/neurological disorders, as well as musculoskeletal and medically complex disabling
conditions, a majority of which fall within the nervous system disorders or Major
Diagnostic Category 1 (MDC 1). Baptist Memorial Hospital in Memphis and Collierville
is responsible for a large population of patients with these diagnoses (approximately 3,000
total MDC 1 discharges in Shelby County). By developing the 60% Rule and CMS 13
criteria (See Exhibit C: Need.6); CMS has specifically encouraged inpatient rehabilitation
providers to assume responsibility for these types of patients. Establishing a state-of-the-
art freestanding rehabilitation hospital, with specialized clinical services focused on such
conditions ensures that the capability of providing high quality care will be available to
these patients.

12



Baptist's commitment to providing high quality services is demonstrated by the CARF
accreditation for Stroke and Brain Injuries. CARF is an independent, nonprofit
organization that focuses on advancing the quality of services and evaluating healthcare
providers’ commitment to continually improving services and serving the community.
The new hospital expects to achieve CARF accreditation for these specialties as part of its
mission to enhance the specialized programs that Baptist provides to the Memphis and
Shelby County community. In this way, the joint venture will establish a “Center of
Excellence” that is not currently available to the community.

Sufficient capacity and adequate facilities to continue providing effective care in an
efficient and effective manner involves attention to the needs of professionals who provide
the care. The proposed new hospital will add no new beds to the service area but will
provide the community with an inpatient rehabilitation facility that has all ADA
compliant, private rooms (49) and state-of-the-art cquipment in a patient oriented facility
equipped to continue improvements in specialized programs such as the
stroke/neurological and brain injury patient populations.

The over 65 population cohort for Shelby County is growing at a rate that exceeds
population growth for the state of Tennessee overall (see Figure C: Need.4.1). For
rehabilitation patients currently served, more than 60% of the patient mix for the current
hospital and the proposed hospital are Medicare patients. It is important that the adequate
capacity be available to appropriately meet the needs of these patients.

Describe the need to change location or replace an existing facility.

Response:

While technically not a relocation, the project, practically speaking will relocate a service
so that resources can be more effectively utilized by the community. The current inpatient
rehabilitation beds are located in mostly semi-private rooms in a facility that cannot
feasibly expand. The proposed new state-of-the-art facility will increase the inpatient
rehabilitation capacity and allow improvements in service that will increase patient access
and encourage participative effort in specialized therapies, and improve satisfaction.

Renovation of the current facility to provide all ADA compliant, private rooms is not
feasible. ~

13



Describe the acquisition of any item of major medical equipment (as defined by the
Agency Rules and the Statute) which exceeds a cost of $2.0 million; and/or is a
magnetic resonance imaging (MRI) scanner, positron emission tomography (PET)
scanner, extracorporeal lithotripter and/or linear accelerator by responding to the
following:

Response:
N/A Not applicable

1. For fixed-site major medical equipment (not replacing existing equipment):
a. Describe the new equipment, including:
1,  Total cost :(As defined by Agency Rule).
2. Expected useful life;
3. List of clinical applications to be provided; and

4. Documentation of FDA approval
b. Provide current and proposed schedules of operations

2. For mobile major medical equipment
a. List all sites that will be served,

b. Provide current and/or proposed schedule of operations;
c. Provide the lease or contract cost.

d. Provide the fair market value of the equipment; and

e. Listthe owner for the equipment.

3. Indicate applicant's legal interest in equipment (i.e., purchase,
lease, etc.) In the case of equipment purchase include a quote
and/or proposal from an equipment vendor, or in the case of an
equipment lease provide a draft lease or contract that at least
includes the term of the lease and the anticipated lease
payments.

14



Il (A) Attach a copy of the plot plan of the site on an 8 1/2” x 11” sheet of white paper which must

(B)

include:

1. Size of site (in acres),

2. Location of structure on the site; and

3. Location of the proposed construction.

4. Names of streets, roads or highway that cross or border the site.
Response: /

The size of site is 6.1 acres. Please see Exhibit B.III.A for detailed plot plan.

Please note that the drawings do not need to be drawn to scale. Plot plans are
required for all projects.

1 Describe the relationship of the site to public transportation routes, if any, and to any
highway or major road developments in the area. Describe the accessibility of the
proposed site to patients/clients.

Response:

Public transportation is easily accessible on Germantown Parkway and Wolf River
Boulevard (shown in the plot plan). The site is located on an intersection that allows for
direct access (one street, within five miles) to 140, 1240, and Hwy 385.

Attach a floor plan drawing for the facility which includes legible labeling of patient care
rooms (noting private or semi-private), ancillary areas, equipment areas, etc. on an 8 172" x
11" sheet of white paper.

Response:

Please refer to Exhibit B.IV for detailed floor plan drawings and square footage by department.

NOTE: DO NOT SUBMIT BLUEPRINTS. Simple line drawings should be submitted and
need not be drawn fo scale.

For a Home Health Agency or Hospice, identify:
Existing service area by County;

Proposed service area by County,

A parent or primary service provider,
Existing branches; and

o bk VN =

Proposed branches.

Response:
Not applicable

15



SECTION C: GENERAL CRITERIA FOR CERTIFICATE OF NEED

In accordance with Tennessee Code Annotated § 68-11-1609(b), "no Certificate of Need shall
be granted unless the action proposed in the application for such Certificate is necessary to
provide needed health care in the area to be served, can be economically accomplished and
maintained, and will contribute to the orderly development of health care.” The three (3) criteria
are further defined in Agency Rule 0720-4-.01. Further standards for guidance are provided in
the state health plan (Guidelines for Growth), developed pursuant to Tennessee Code Annotated
§68-11-1625.

The following questions are listed according to the three (3) criteria; (1) Need, (Il) Economic
Feasibility, and (Ill) Contribution to the Orderly Development of Health Care. Please respond to
each question and provide underlying assumptions, data sources, and methodologies when
appropriate. Please type each question and its response on an 8 1/2" x 11" white paper. All
exhibits and tables must be attached to the end of the application in correct sequence identifying
the question(s) to which they refer. If a question does not apply to your project, indicate “Not
Applicable (NA)."

QUESTIONS
NEED

1. Describe the relationship of this proposal toward the implementation of the State Health Plan
and Tennessee's Health: Guidelines for Growth.

Response

The proposcd hospital will support all Five Principles established by the state of Tennessee to
promote the health of Tennesseans and to implement the State Health Plan:

The Framework for Tennessce’s Comprehensive State Health Plan
Five Principles for Achieving Better Health

The following Five Principles for Achieving Better Health serve as the basic framework for the
State Health Plan.

(1) Healthy Lives
The purpose of the State Health Plan is to improve the health of Tennesseans.

Every person’s health is the result of the interaction of individual behaviors, society, the
environment, economic factors, and or genetic endowment. The State Health Plan serves to
facilitate the collaboration of organizations and their ideas to help address health at these
many levels.

The proposed new hospital will improve the coordination and scope of services offered to patients
in need of specialized medical rehabilitation through the designated 24-26 bed stroke/neurological
unit. The design of the new hospital with its’ designated specialty units and specialized services
will offer a more comprehensive medical rehabilitation service for those patients.
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(2)

g

Access to Care

Every citizen should have reasonable access to health care.

Many elements impact one’s access to health care, including existing health status,
employment, income, geography, and culture. The State Health Plan can provide standards
for reasonable access, offer policy direction to improve access, and serve a coordinating role
to expand health care access.
Response:

The proposed new rehabilitation hospital will improve access to specialized medical rehabilitation
services in the community and surrounding region. The adoption of Baptist Memorial’s ERDs and
charity policies will ensure that the Baptist Memorial’s mission continues to guide admission
policies.

Economic Efficiencies

The state's health care resources should be developed to address the needs of Tennesseans
while encouraging competitive markets, economic efficiencies and the continued development
of the state's health care system. The State Health Plan should work to identify opportunities
to improve the efficiency of the state’s health care system and to encourage innovation and
competition,

Response:

By reassigning existing beds to the new environment specially designed for the needs of those with
disabling conditions, there is an improvement in access to and improved cfficiency for specialized
services as well as enhanced medical rehabilitation.

Quality of Care

Every citizen should have confidence that the quality of health care is continually monitored
and standards are adhered to by health care providers. Health care providers are held to
certain professional standards by the state’s licensure system. Many health care stakeholders
are working to improve their quality of care through adoption of best practices and data-driven
evaluation.

Response:

The new technologies and electronic health record tools will ensure that patient information is
appropriately accessible to providers and that patient treatments can be monitored. The
environment of the new specialty rehabilitation hospital, with features that allow the person with a
disability to achieve an improved level of independence upon discharge, minimizes the risk of
readmission to acute care

Health Care Workforce

The state should support the development, recruitment, and retention of a sufficient and
quality health care workforce. The state should consider developing a comprehensive
approach to ensure the existence of a sufficient, qualified health care workforce, taking into
account issues regarding the number of providers at all levels and in all specialty and focus
areas, the number of professionals in teaching positions, the capacity of medical, nursing,
allied health and other educational institutions, state and federal faws and regulations
impacting capacity programs, and funding.

Response:

This project consolidates resources including healthcare professionals who are already engaged in
providing the services. By dedicating space and equipment for specialized services such as
Traumatic Brain Injury, Spinal Cord Injury, Stroke and other disabling conditions, the new hospital
will play a significant role in recruiting more specialized healthcare professionals, including
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Physicians Specializing in Physical Medicine and Rehabilitation, Rehabilitation Nursing, and
Physical, Occupational and Speech language Pathologists.

a. Please provide a response to each criterion and standard in Certificate of Need
Categories that are applicable to the proposed project. Do not provide responses to
General Criteria and Standards (pages 6-9) here.

Response:

Although this application does not propose additional bed capacity or new services in the
community, responses to the criteria for Comprehensive Inpatient Rehabilitation Services
and Construction, Renovation, Expansion, and Replacement of Health Care Institutions are
provided on the following pages.
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COMPREHENSIVE INPATIENT REHABILITATION SERVICES

1, The need for comprehensive inpatient rehabilitation beds shall be determined by
applying the guideline of ten beds per 100,000 population in the service area of the
proposal.

Response

The primary service area of the proposal is Shelby County. Statistics from the Department of
Health website indicate the population of Shelby County is 949,665 in 2012 and will be
976,726 in 2016. At 10 beds per 100,000, the need is 95 (rounded) beds in 2012 and will be
98 (rounded) in 2016.

2. The need shall be based upon the current year's population and projected four years
forward.

Response
As described above, at 10 beds per 100,000, the need is 95 (rounded) beds in 2012 and wiil

be 98 (rounded) in 2016.

Although the need is based on population, other characteristics of patient need include the
age cohorts of the population and the type of rehabilitation care needed. CMS has identified
13 types of care that are appropriate for inpatient rehabilitation facilities. As discussed in
other sections of the application, Centerre Healthcare has applied it's methodology to patients
who are discharged from BMH-Memphis and BMH-Collierville. Patients from those two
facilities alone demonstrate sufficient support for the proposed 49 bed facility. The result of
the analysis is displayed in the following table:

Rehabliitation Bed Need Analysis
Baptist Memorlal Hospltal - Memphls & Colllerville
Source: Hospital Data - Baptist Memorlal
Data Perlod: FY 2010 Sl Bavoy Cases
Projected
Total of All  Average Percent Rehab Rehab
Payor Lengthof Requlring |  Aprop. Patient Projected
Dlagnastlc Category Cases Stay Rehab Cases Days Rehab ADC
Strohe 1,242 17.6 408 497 8,744 24.0
Traumatic Brain Injury 271 17.6 30% 81 1,431 3.9
Mon Traumatlc Braln injury 241 15.6 30%% 72 1,128 31
Traumatic Spinal Cord Injury - 27.2 50% e -
Nan Traumatlc Spinal Cord Injury 18 18.0 25% 5 81 S
Meurologlcal 812 14.3 40% 325 4,645 12.7
Fracture of lower extremity 312 13.8 25% 78 1,076 2,9
Replacement of lower extremity Jolnt 708 10.8 5% 35 383 1.0
Other Orthopedlc 379 12.7 15% 57 722 2.0
Amputation, lower extremity 76 13.% 15% 11 154 54
Amputatlon, non-lower extremity 4 131 10% [4] 5 09
Osteoarthritls - 11.3 10% - -
Rhaumatald - 10.6 10% S
Cardiac - 119 10%
pPulmonary - 12.9 1%
Paln Syndrome - 10.5 1% - -
MMT withaut 8raln or Splnal Cord Injury 52 13.8 50% 26 359
MMT with Braln or Spinal Cord Injury 1 216 50% i 11
Gulllan Barre ~ 14.0 809% = -
Burng 2] 16.5 25% p 25
4123 1,190 18,763 51.4
1
| ALL PAYOR
|estimated anl payar anc IR
Selected DRGS
pleasa Note: ALOS has been updated as of 4/25/11 by the Nation Adjusted Mean LOS AdJusted 35% for all other
from UDS, RAG's J )
Add additional 35% for n
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. Applicants shall use a geographic service area appropriate to inpatient rehabilitation

services .

Response:

As previously presented, based on patient origin, more than 70% of the current patients at
Baptist Memorial-Germantown originate from Shelby County. More than 77% originate

{rom Shelby, Fayette and Tipton Counties.

. Inpatient rehabilitation units in acute care hospitals shall have a minimum size of 8 beds.
N/A Nol Applicable

Freestanding rehabilitation hospitals shall have a minimum size of 50 beds.

Response

For conservative planning and implementation, this proposal maintains the same

number of beds at the new hospital as the same number of beds that are at Baptist
Rehabilitation- Germantown at 49 beds.

An additional bed can be accommodated at the new facility it the Agency determines that it
is needed.

Additional inpatient rehabilitation beds, units, or freestanding hospitals should not be
approved by the HFC unless all existing units or facilities are utilized at the following
levels:

20-30 bed unit ~ 75%

31-50 bed unit/facility ~ 80%

51 bed plus unit/facility ~ 85%
Response
This application does not propose adding new inpatient rehabilitation beds to the community.
As discussed in response to items 1 and 2 above, discharges from hospitals operated by
Baptist Memorial Health Care arc sufficicnt to utilize the beds proposed for the hospital
alone.

. The applicant must document the availability of adequate professional staff, as per
licensing requirements, to deliver all designated services in the proposal. It is preferred
that the medical director of a rehabilitation haspital be a board certified physiatrist.
Since the proposed hospital will contain relocated beds that are currently in use, and one of
the partners has access to resources for stafting throughout the wider region, the applicant
Thas a source for staffing the proposed project.

Positions are shown on the following page.

Pald FTE's by

Category Year 1 Year 2
Mursing 61 63

Therapy 24 24

Admin/MNon-Clinical 46 50

Total 131 137
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End of End of
TITLE Year 1 Year 2

FTE FTE
Nursing
RN's 19.8 203
LPN's 12.9 13.2
Aldes 17.1 17.6
Charge Nurse 4.2 4.2
Total Nursing FTE's 54.0 55.3
Total Paid Nursing
FTE's 61.5 62.9
Therapy
Physical Therapists 63 6.3
PTA 3.0 3.0
Occupational
Therapists 5.5 6.0
COTA 3.0 3.0
Techs - B
SLPs 3.0 3.0
Total Therapy FTE's 20.8 21.3
Total Pald Therapy
FTE's 23.8 24.2

21



CONSTRUCTION, RENQVATION, EXPANSION, AND REPLACEMENT
OF
HEALTH CARE INSTITUTIONS

Any project that includes the addition of beds, services, or medical equipment will be
reviewed under the standards for those specific activities.
N/A Not Applicable

For relocation or replacement of an existing licensed health care institution:
N/A Not Applicable

a. The applicant should provide plans which include costs for both renovation and
relocation, demonstrating the strengths and weaknesses of each alternative.

b. The applicant should demonstrate that there is an acceptable existing or
projected future demand for the proposed project.

For renovation or expansions of an existing licensed health care institution:
N/A Not Applicable.

a. The applicant should demonstrate that there is an acceptable existing demand
for the proposed project.

b. The applicant should demonstrate that the existing physical plant's condition
warrants major renovation or expansion.

22



b. Applications that include a Change of Site for a health care institution, provide a
response to General Criterion and Standards (4)(a-c)

Response:

This application represents a relocation of services rather than a change of site for a health care
institution. However, responses to the General Criterion and Standards (4)(a)-(c) are addressed as
follows:

(a)Need. The applicant should show the proposed new site will serve the health care needs in the
area to be served at least as well as the original site. The applicant should show that there is
some significant legal, financial, or practical need to change the proposed new site.

Response

The proposed site for the new Rehabilitation is less than 2.5 miles from the current service location in
Germantown. The Inpatient Rehabilitation Facility will be no less conveniently accessible to the
population of the service area. In addition to being an established service in the community, the
description provided in Section C:Need, Question 6 of this application demonstrates continuing need
for the service in an improved setting. The new site will continue to provide convenient access for the
patients served.

(b)Economic Factors. The applicant should show that the proposed new site would be at least as
economically beneficial to the population to be served as the original site.

Response
See the response to item (a) above, As stated above, the charge schedule of the current hospital will

be the same charge schedule as the new hospital and the Board of Managers will be governed by the
ERD's. Additionally, the benefits of having specialized services in a new state-of-the-art-facility will
enable Baptist Memorial to reduce the cost of service.

(c)Contribution to the orderly development of health facilities and/or services. The applicant
should address any potential delays that would be caused by the proposed change of site, and
show that any such changes delays are outweighed by the benefits that will be gained from the
change of site by the population to be served.

Responsec
The current hospital will operate at least until the new hospital is opened, thus eliminating/limiting any

gap in provision of the service. Additionally, the new facility is in close proximity of the existing
facility, therefore established referral patterns will be maintained,
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2. Describe the relationship of this project to the applicant facility's long-range development
plans, if any.

Response:

The Baptist Memorial Health Care system continuously reviews health needs throughout the region
and is committed to providing Mid-South patients, families, and physicians with the assurance and
confidence that comes from excellent, compassionate, advanced care in the most effective manner
possible.

The proposed Baptist Rehabilitation Hospital will improve the delivery system using existing
capacities in new surroundings. The strength from collective services for ireating inpatient
rehabilitation patients will be more easily accessible to the people who need it most. The Baptist
Memorial system has approximately 3,000 MDC 1 (Diseases and Disorders of the Nervous
System) patients. As described in detail later in this document (Section C: Need, Question 6),
CMS has encouraged the inpatient rehabilitation industry to focus on these types of diagnoses
(Stroke, Neurological Disorders, Brain Injury, etc.) as the types of paticnts most likely to require
and benefit from inpatient rehabilitation.

Centerre’s model identifies the treatment needs for these patients since the high volume being
treated by Baptist Memorial Health Care in the Memphis area is a significant factor in the need for
the proposed hospital. Consequently, it is proposed that the new hospital will have all ADA
¢ompliant, private rooms with a 24-26 bed specialized stroke/neurological unit and specialized
programming for Brain Injuries,

This project continues to be consistent with the long range development plan of Baptist to
accommodate the health necds of the community it serves while maintaining patient, physician and
staff satisfaction with high quality and safety.

-
E

3. ldentify the proposed service area and justify the reasonableness of that proposed area.
Submit a county level map including the State of Tennessee clearly marked to reflect the
service area. Please submit the map on 8 1/2” x 11” sheet of white paper marked only
with ink detectable by a standard photocopier (i.e., no highlighters, pencils, etc.).

Response:

A map is provided as Exhibit C: Need.3 (Service Area Maps). The Service Area is reasonable
since it represents the origin of patients. The primary service area is Shelby County in Tennessee.
An expanded secondary area will include all of the West Tennessee counties which will be served
by the proposed new hospital. More than 75% of inpaticnt admissions reside in the primary Shelby
County and secondary Fayette and Tipton County area.

4. A. Describe the demographics of the population to be served by this proposal.
Response:
The estimated population for this year and the next 4 years is provided for primary service area
of Shelby County and the secondary areas of Tipton and Fayette counties in the following
Chart.
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Tennessee Population by County
Source: TN Department of Health

According to the U.S. Census Bureau, the population estimate of Shelby County in 2011 was
935,088. It is Tennessee’s largest county in both size and population. The state projects the
total population in Shelby County will grow by 7.55% by the year 2020. The Tennessee
Department of Ilealth estimates that Shelby County will see an increase in population for those
65 and older (population most likely to require inpatient rehabilitation) by 35.6% by 2020
(compared to 26.3% for the state of Tennessee). The level of poverty in Shelby County
exceeded the Tennessee average by 3.2% while the median household income from 2006-2010

was $44,705 (Tennessce average is $43,314).

Primary Service Area Demographic Data

[ COUNTY 2012 2013 2014 2015 2016
Shelby 949,665 956,126 963,097 970,691 | 976,726
Fayette 39,245 39,818 40,435 | 41,106 41,453

| Tipton 82,952 63,857 64,813 | 65839 | 66,587
TOTAL | 1,051,862 | 1,059,801 | 1,068,345 1,077,535 | 1,084,766

2010 2018
Total

County Population | under 60 | over 60 2018 under 60 over 60
Shelby 918,680 771,060 | 147,620 | 936,404 749,862 188,542
“Tipton 60,340 50,550 | 8,790 | 66,953 54,078 12,875
Fayette 41,553 34,383 9,535 | 51,076 41,973 9,103

Population Growth 2010 - 2018

Growth | Growth

County Growth | under 60 | over 60

Shelby 21% 27% 27.7%

Tipton 11.0% 7.0% 31.5%

Fayette 22.9% 22.1% -4.5%

Shelby State of TN
Demographic/ Geographic Area County Total
Total Population - 2011 (est) 935,088 6,403,353
Total Population - 2020 (est) 1,005,678 6,785,100
Total Population Change 7.55% 5.96%
Age 65 & Over - 2011 97,249 877,259
Age 65 & Over - 2020 (est) 131,831 1,107,943
Age 65 & Over Papulation Change 35.56% 26.30%
Median Household Income {2006 - 2010) $ 44,705 | $ 43,314
Persons below poverty level % (2006 - 2010) 19.7% 16.5%

Sources: TDH Population projectians, Feb. 2008; U.S. Census QuickFacts
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Describe the special needs of the service area population, including health disparities, the
accessibility to consumers, particularly the elderly, women, racial and ethnic minorities,
and low-income groups. Document how the business plans of the facility will take into
consideration the special needs of the service area population.

Response
The proposed new freestanding inpatient rehabilitation hospital will provide ireatment

services to the residents without regard to race, ethnic origin, ability to pay, religion, sex, or
disability and will accept both Medicare and TennCare patients. As previously mentioned, a
large majority of its services will be provided for the 65 and older community, which is
growing faster in Shelby County than in Tennessee as a whole. In addition, the
rehabilitation hospital will adhere to Baptist Memorial’s ERD’s and charity policy.

5. Describe the existing or certified services, including approved but unimplemented CONs, of
similar institutions in the service area. Include utilization and/or occupancy trends for each of
the most recent three years of data available for this type of project. Be certain to list each
institution and its utilization and/or occupancy individually. Inpatient bed projects must include
the following data: admissions or discharges, patient days, and occupancy. Other projects
should use the most appropriate measures, e.g., cases, procedures, visits, admissions, etc.

Response
Figure C: Need.5 on the following page shows the utilization that is reported on their Joint Annual

Reports (JAR) from 2009 through 2011.

While all four providers in the service area averaged 68.9% in CY 2011, the two HealthSouth
averaged 73.9% occupied (93.5% for HealthSouth North Memphis with 40 beds and 66.9% for
HealthSouth Memphis with 80 beds). The applicant again points out that a new-state-of-the-art
freestanding rehabilitation hospital with specialized programs and units as well as all private rooms
is what the Memphis market needs for the projected aging population (see Figures C:Need 4.1 - C:
Need.4.3 on the previous page). Additionally, the applicant is not requesting additional beds, but
only to relocate the existing beds to a more efficient/appropriate setting.
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Figure C: Need.5

Utilization of Acute inpatient Rehabilitation Beds
Primary Service Area of Baptist Rehabilitation - Germantown

Joint Annual Report (JAR) Information: 2005 - 2011

2009
- No. of
Inpatient Rehabilitation Provider Beds Days ADC Occ
Discharges
HealthSouth Rehab of Me_mphis 80 1,541 20,052 54.9 68.7% |
HealthSouth Rehab of N. Memphis 40 1,010 | 12,307 33.7 84.3%
Saint Francis Hospital 29 270 4,526 12.4 42.8%
Regional MC at Memphis 20 362 7,238 19.8 99.2%
Primary Service Area Totals 169 3,183 44,123 120.9 71.5%
2010
o No. of
Inpatient Rehabilitation Provider Beds Days ADC Occ
Discharges
HealthSouth Rehab of Memphis 80 1,511 19,879 54.5 68.1%
| HealthSouth Rehab of N. Memphis 40 1,049 13,116 35.9 89.8% |
Saint Francis Hospital 29 146 2,245 6.2 21.2%
Regional MC at Memphis 20 380 7,191 19.7 98.5%
Primary Service Area Totals 169 3,086 42,431 116.2 68.8%
2011
. - - No. of
Inpatient Rehabilitation Provider Beds p Days ADC Occ
. el Discharges
HealthSouth Rehab of Memphs 80 1,582 19,529 53.5 66.9%
HealthSeuth Rehab of N. Memphis 40 1,073 13,657 37.4 93.5%
‘_"S_gi_niFr_a_qpi_s_l-lqg;Ei_ta[ 29 144 2,296 6.3 21.7%
Reglonal MC at Memphis 20 327 6,990 19.2 95.8%
Primary Service Area Totals 169 3,126 42,472 116.4 68.9%
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6. Provide applicable utilization and/or occupancy statistics for your institution for each of the
past three (3) years and the projected annual utilization for each of the two (2) years following
completion of the project. Additionally, provide the details regarding the methodology used to
project utilization. The methodology must include detailed calculations or documentation
from referral sources, and identification of all assumptions.

Response

Figure C: Need.6.1 on the next page outlines BRG's utilization for the past 3 years. Even though
the Baptist system easily has the rehab bed need to fill up a 49 bed freestanding rehabilitation
hospital, their average daily census (ADC) has dropped each year because of semi-private rooms
and limitations to most effectively providing specialized programming in the current setting.

Flgure C: Need.6,1
Utilization of Acute Inpatient Rehabilitation Beds
Baptist Rehabilitation - Germantown

Inpatient Rehabilitation Provider Year | Beds o5t Days ADC Occ
Discharges

Baptist Rehabilitation - Germantown 2009 68 988 13,082 35.8 52.7%

Baptist Rehabilitation - Germantown 2010 68 803 10,290 28.2 41.5%

Baptist Rehabilitation - Germantawn 2011 49 626 8,819 24,2 49.3%

Baptist - Germantown {3 Year) NA .85 2,417 32,191 88.2 47.7%

Source: TN Dept of Heplth Joint Annual Report (JAR) - http://heolth.stote.tn.us/Public]ARS/Defoult. aspx
Note: 2009 ond 2010 stats are from pg. 13. 2011 stats are from pg. 24.

Utilization Projections:

According to CMS, “The 60 percent rule, formerly known as the 75 percent rule, is a criterion used
to define inpatient rehabilitation facilities in order for them to receive payment as an [RF. The rule
requires that at least 60 percent of cases an IRF admits have one or more selected conditions. The
13 qualifying medical conditions used to classify a facility as an IRF are:”

* stroke

* spinal cord injury

* congenital deformity

s amputation

* majaor multiple trauma

¢ hip fracture

¢ braininjury

® neurological disorders

* burns

¢ 3 arthritls conditions for which appropriate, aggressive, and sustalne
outpatient therapy has failed, and

¢ jointreplacement for both knees or hips when the surgery immediatel’
precedes admission, when the BMI >=50, or age 85+

Please see Exhibit C: Need.6 — CMS 60% Rule for further explanation,
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The state of Tennessee’s calculation for need of inpatient rehabilitation beds is determined by
applying the guideline of ten beds per 100,000 of population in the service area. The population of
Shelby County in 2011 was 935,088 (See Figure C: Need.4.1). At 10 beds per 100,000 persons,
this methodology would identify a nced of 94 beds. However, the calculations ignore the status of
Memphis as a medical center serving a multi-state region.

Centerre’s hospital specific MS-DRG methodology is more precise because it captures the actual
volume of certain diagnoses that utilize inpatient rehabilitation facilities (JRF), such as Stroke,
Brain Injury, Fracture Hip, etc. and applies a percent to IRF for each of the selected MS-DRGs.
Given Baptist Memorial's significant number of cases that meet the 60% rule, this methodology
most accurately reflects need. Additionally, the methodology applies greater weight to stroke,
trauma, and neurological impairment categories of patients in need of specialized programs.

Below, Figure C: Need.6.2 shows the need projected for Baptist Memorial. The model uses a
percentage of each Rehabilitation Impairment Category (RIC) based on Centerre Healthcare’s
experience with six operating rehabilitation hospitals by assigning definitively compliant MS-
DRGs to a RIC. Next, an Average Length of Stay (ALOS) was assigned based on the Uniform
Data System (UDS is a collection of over 830 inpatient rehabilitation hospitals and units’ clinical
data). The UDS nation adjusted mean was used for the ALOS to calculate the number of days.

Step 1: The applicant used Baptist Memphis and Collierville’s all payer data from 2010. There
were 30,086 total discharges, 4,123 met the 13 qualifying medical conditions for the 60% rule.
Step 2: The next step is to determine how many of these 4,123 compliant discharges would be
appropriate for rehab (see calculations on Figure C: Need.6.2).

Step 3: Calculate the number of patient days (take the ALOS for each RIC and multiply by the
number of cases — see calculations on Figure C: Need.6.2),

Step 4: Calculate the Average Daily Census (ADC) by dividing the number of patient days by 365
(see calculations on Figure C: Need:6.2). This gives us a compliant ADC of 51.4.

Step 5: Calculate the Average Daily Census for the non-compliant cases. This model assumes that
only 35% would be non-compliant cases (even though CMS allows 40% of cases to be non-
compliant). This gives us a non-compliant ADC of 27.7 and a total rehab ADC 0f79.1.
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Figure C; Need.6.2

Rehabilitation Bed Need Analysis
Baptist Memorial Hospital - Memphis & Colllervilie
Source: Haspital Data - Baptist Memorial
Date Pegio_d;p_F‘[ 2010 = All Payor Cases
Projected
Total of All  Average Percent Rehab Rehab
Payor Length of Requiring Aprop. Patient Projected
|Diagnostic Category | cesses  Stay Rehab Cases Days Rehab ADC
Stroke 1,242 17.6 40% 497 8,744 24.0
Traumatic Braln Injury 271 17.6 30% 81 1,431 3.9
Non Traumatic Brain Injury 241 15.6 30% 72 1,128 3.1
Traumatlc Spinal Cord Injury i - 27.2 50% - - .
Non Traumatic Spinal Cord injury 18 18.0 25% 5 81 0.2
Neurologlcal 812 14.3 40% 325 4,645 12.7
Fracture of lower extremity 312 13.8 25% 78 1,076 2.9
Replacement of lower extremity joint 709 10.8 5% 35 383 1.0
Other Orthopedic 379 12.7 15% 57 722 2.0
Amputation, lower extremity 76 13.5 15% 11 154 0.4
Amputation, non-lower extremity 4 13.1 10% 0 S 0.0
Osteoarthritls . 11.3 10% - - #
Rheumatoid - 10.6 10% - ]
Cardlac - 11.9 10% - -
Pulmonary - 12.9 1% - -
Pain Syndrome - 10.5 1% - - =
MMT without Brain or 5pinal Cord Injury 52 13.8 50% 26 359 1.0
MMT with Brain or Spinal Cord Injury 1 21.6 50% 1 11 0.0
Guillan Barre - 14.0 80% N = =
Burns 6 16.5 25% 2 25 0.1
4,123 1,180 18,763 51.4
ALL PAYOR
Selected DARGs
Please Nate: ALOS has been updated as of 4/25/11 by the Natlon Adjusted Mean LOS AdJusted 35% for all other
from UDS, DRG's
‘ Add additional 35% for non-compliant cases

Based on the large number of discharges that are rehab appropriate, specifically those within the
stroke/neurological categories, the applicant is confident in the projected utilization for the
proposed tehabilitation hospital with all private rooms (see Figure C: Need.6.3 below). In fact, the
projections are extremely conservative given the high number of discharges in the Baptist
Memorial System and the fact that discharges from other acute care hospitals are not taken into
account. The first year’s census is broken into 4 quarters. This is to demonstrate the new hospital
ramping up the census in year one after it receives Medicare certification (typically between 45-75
days after opening).
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Figure C: Need.6.3

Utilization of Acute Inpatient Rehabilitation Beds
Baptist Rehabilitation - Germantown
Projected Volume with New Hospital

No. of

Quarter / Year Beds Discharges Days ADC Occ

Q3 -2014 49 43 605 6.6 13.4%
Q4 - 2014 49 234 3.309 36.0 73.4%
Q1 -2015 49 250 3,541 39.3 80.3%
Q2 - 2015 45 257 3,640 40.0 81.6%
Year 1 Totals 49 784 11,095 30.4 62.0%
Year 2 Totals 49 1,061 15,006 41.0 83.7%

The applicant would like to reiterate that the low projection of discharges in the first quarter of
operations (Q3 — 2014) is due to the fact that the new hospital will undergo Medicare certification
in that quarter, Additionally, the new hospital will achieve higher occupancy levels than the
current rehabilitation hospital due to private rooms and a specialized programming,
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ECONOMIC FEASIBILITY

1.

Provide the cost of the project by completing the Project Costs Chart on the following page.
Justify the cost of the project.

o All projects should have a project cost of at least $3,000 on Line F. (Minimum CON
Filing Fee). CON filing fee should be calculated from Line D. (See Application
Instructions for Filing Fee)

Response
The Chart has been completed on the following page. The CON filing fee has been calculated
from Line D to be $45,000,

» The cost of any lease (building, land, and/or equipment) should be based on fair
market value or the total amount of the lease payments over the initial term of the
lease, whichever is greater. Note: This applies to all equipment leases including
by procedure or “per click” arrangements. The methodology used to determine the
total lease cost for a "per click" arrangement must include, at a minimum, the

"projected procedures, the "per click" rate and the term of the lease.
Response
The Chart has been completed on the following page. Lease values were used because the total
lease cost of building and land over the initial term was greater than the estimated construction
cost. The actual initial cash requirement is much less than the cost indicated by the chart. A third
party developer will purchase/develop the land and building and lease it back to the joint venture.
A letter indicating that arrangement is provided. '

« The cost for fixed and moveable equipment includes, but is not necessarily limited
to, maintenance agreements covering the expected useful life of the equipment;
federal, state, and local taxes and other government assessments; and installation
charges, excluding capital expenditures for physical plant renovation or in-wall
shielding, which should be included under construction costs or incorporated in a
facility lease.

Response
The moveable equipment cost is $2,303,000. There are no major fixed equipment items included

in the project.

s For projects that include new construction, modification, and/or renovation;
documentation must be provided from a contractor and/or architect that support
the estimated construction costs.

Response

The Chart has been completed on the following page with building costs included in the leasc
expense. Documentation from the firm of ESa is provided as Attachment Section C Economic
Feasibility 1.
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PROJECT COSTS CHART

o2 DEC 14 PM 3 07

Construction and equipment acquired by purchase:

1. Architectural and Engineering Fees
2. Legal, Administrative (Excluding CON Filing Fee),
Consultant Fees

Acquisition of Site

Preparation of Site

Construction Costs

Contingency Fund

Fixed Equipment (not in included in Construction Contract)
Moveable Equipment (List all equipment over $50,000)
Other (Specify)

© o N O RO

Acquisition by gift, donation, or lease:
Facility (inclusive of building and land)*
Building only

Land only
Equipment (Specify)
Other (Specify)

S S

Financing Costs and Fees:
1. Interim Financing

2. Underwriting Costs

3. Reserve for One Year's Debt Service
4. Other (Specify)

Estimated Project Cost (A+B +C)
CON Filing Fee
Total Estimated Project Cost (D + E)

TOTAL

* Lease costs over initial term of lease

$ =
$ 49,500
$ -
$ s
g &
$ 484,217
$ 2,303,000
$ -
$ =
$ 30,286,183
$ ..
$ s
3 3
$ =
$ .
$ »
$ 2
$ -
$ 33,122,900
d 45,000
$ 33,167,800
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2.

|

|><

3

Identify the funding sources for this project.

Please check the applicable item(s) below and briefly summarize how the project will be
financed. (Documentation for the type of funding MUST be inserted at the end of the
application, in the correct alpha/numeric order and identified as Attachment C,
Economic Feasibility-2.)

A. Commercial loan--Letter from lending institution or guarantor stating favorable initial
contact, proposed loan amount, expected interest rates, anticipated term of the loan,
and any restrictions or conditions;

B. Tax-exempt bonds--Copy of preliminary resolution or a letter from the issuing authority
stating favorable initial contact and a conditional agreement from an underwriter or
investment banker to proceed with the issuance,

C. General obligation bonds—Copy of resolution from issuing authority or minutes from
the appropriate meeting.

D. Grants--Notification of intent form for grant application or notice of grant award; or

E. Cash Reserves--Appropriate documentation from Chief Financial Officer.
Response:
The operations (working capital and equipment) will be funded by Centerre Healthcare’s
capital contribution to the joint venture. See Exhibit C: Economic Feasibility 2(E).

F. Other—ldentify and document funding from all other sources.
Response:
As described in other responses, the land and building will be purchased by a third party
developer/REIT and leased back to the joint venture. Documentation is provided from Duke
Realty. Please See Exhibit C; Economic Feasibility 2 (I)

Discuss and document the reasonableness of the proposed project costs. If applicable,
compare the cost per square foot of construction to similar projects recently approved by the
Health Services and Development Agency.

Response
Total cost of Construction and Sitc Preparation only is estimated at $15.4M (See Exhibit B.ILa -

Square Footage and Cost per Square Footage Chart).

Construction cost per square foot for hospital projects approved by the HSDA for the years 2009-
2011 are illustrated below, The cost per square foot for the proposed hospital is consistent with
ranges of those projects, being below the median for new hospital construction:

Figure (. Economic Feasiblity.3

Hospital Construction Cost per Square Foot
Source: CON Approved Applications for Years 2009 through 2011

_Subpopulations __Renovated Construction New Construction Total Construction
1" Quartile $125.84/sq ft $235.86/sq ft $167.99/sq ft
Median B $177.60/sq ft $274.63/sq ft  $249.32/sq ft
3° Quartile $273.69/sq ft $324.00/sqft $301.74/sq ft
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4, Complete Historical and Projected Data Charts on the following two pages--Do_not modify
the Charts provided or submit Chart substitutions! Historical Data Chart represents
revenue and expense information for the last three (3) years for which complete data is
available for the institution. Projected Data Chart requests information for the two (2) years
following the completion of this proposal. Projected Data Chart should reflect revenue and
expense projections for the Proposal Only (i.e., if the application is for additional beds,
include anticipated revenue from the proposed beds only, not from ali beds in the facility).
Response
The Historical Data Chart has been completed for the last three available fiscal years (2009 - 2011)
for operations at Baptist Rehabilitation-Germantown.

The Projected Data Chart has been completed for the first 2 full years following project
completion.

5, Please identify the project's average gross charge, average deduction from operating
revenue, and average net charge.

Response

Average Charge per discharge in Year 1 = $40,062
Average Deduction per discharge in Year 1 = $23,098
Average Net per discharge in Year [ = $16,964

Average: Gross Charges, Deductions, Net Charges

Year 1 Year 2
Inpatient Gross Revenue $ 31,440,690 | $ 43,374,038
Inpatient Deductions from Revenue $ 18,290,235 | S 24,975,278
Inpatient Net Revenue $ 13,217,021 | 5 18,491,892 |
Discharges 785 1,061
Average Gross Charge per Discharge S 40,062 | s 40,863
Average Deduction per Discharge S 23,306 | § 23,530 |
| Average Net Revenue per Discharge $ 16841 | $ 17,422
Patient Days 11,085 15,006
 Average Gross Charge per Patient Day | $ 283 | $ 2,890
_Average Deduction per Patient Day S 1,649 | S 1,664
Average Net Revenue per Patient Day ) 1,151 | S 1,232
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HISTORICAL DATA CHART

Give information for the last three (3) years f@ﬂ\}biaﬁﬁoaﬁetep gltagareogxailable for the facility

or agency. The fiscal year begins in __Oct (Month)
Year 2011 Year 2010 Year 2009
A. Utilization Date (I/P Discharges) 626 803 988
B. Revenue from Services to Patients
1. Inpatient Services $ 27,202,752 $ 27,084,006 _$ 30,408,795
2. Qutpatient Services 20,342 431 17,892,649 17,439,303
3. Emergency Serivces
4, Other Operating Revenue (specify) 2,468,369 2,755,414 2,732,616
Gross Operating Revenue $ 50,013,552 $ 47,732,069 $ 50,580,714
C. Deductions from Gross Operating Revenue
1. Contractual Adjustments 26,942,525 27,731,909 34,538,860
2. Provision for Charity Care 671,102 597,561 790,432
3. Provision for Bad Debt 789,805 1,218,863 722,151
Total Deductions 28,403,432 20,548,333 36,051,443
NET OPERATING REVENUE $ 21610120  $ 18,183,736 _$ 14,529,271
D. Operating Expenses
1. Salaries and Wages 14,182,257 14,174,718 14,780,456
2. Physician's Salaries and Wages
3. Supplies 5,008,485 4,767,964 4,629,463
4. Taxes 148,604 919,223
5. Depreciation 1,746,407 1,732,116 1,659,236
6. Rent
7. Interest, other than Capital 38,221 46,043 40,018
8. Other Expenses _Professional Fees. Utilities 1,245,862 1,241,040 1,140,241
Total Operating Expenses _$ 22,369,836 $ 22,881,104  $ 22,149,414
E. Other Revenue (Expenses ) - Net (Specify) 120,802 122,378 113,153
NET OPERATING INCOME (LOSS) $ (638,914) § (4,574,990) $ (7,506,990)
F. Capital Expenditures
1, Retirement of Principal
2. Interest
Total Capital Expenditures 0 0 0
NET OPERATING INCOME (LOSS)
LESS CAPITAL EXPENDITURES $ (638,914) $ (4,574,990) $ (7,506,990)
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Projected Data Chart

Give information for the two (2) years following the compleigp {jﬁﬂlsb“bpogm 3 07
The fiscal year begins in July (Month)

Yearl Year 2
A. Utilization Data (Inpatient Discharges) 785 1,061
B. Revenue from Services to Patients '
1. Inpatient Services $§ 31,440,690 $ 43,374,038

2. Outpatient Services - -

3. Emergency Services “ =

4. Other Operating Revenue (Cafateria) 66,566 93,132
Gross Operating Revenue| $ 31,507,256 | [$ 43,467,170 |

C. Deductions from Gross Operating Revenue

1. Contractual Adjustments S 17,867,773 $ 24,390,358
2. Provision for Charlty Care 259,707 357,210
3, Provisions for Bad Debt 162,755 227,710
Total Deductions $ 18,290,235 $ 24,975,278
NET OPERATING REVENUE [§ 13,217,021 | [$ 18,491,892 |
1. Salaries and Wages $ 7,297,025 $ 8,869,732
2. Physician's Salarles and Wages 125,000 125,000
3. Supplies 904,220 1,163,265
4. Taxes 440,067 448,868
5. Depreciation 351,208 457,210
6. Rent 1,568,812 1,604,110
7. Interest, other than Capital
8. Other Expenses (Utilities, etc.) 2,906,686 3,318,402

Total Operating Expenses| $ 13,593,018 | [5 15,986,53‘.ﬂ

E. Other Revenue (Expenses) - Net (Specify)
NET OPERATING INCOME (LOSS) [§ (375997)] [$ 2,505,305 |

F. Capital Expenditures
1. Retirement of Principal
2. Interest

Total Capital Expenditures

NET OPERATING INCOME (LOSS}
LESS CAPTIAL EXPENDITURES




6. A. Please provide the current and proposed charge schedules for the proposal. Discuss
any adjustment to current charges that will result from the implementation of the
proposal. Additionally, describe the anticipated revenue from the proposed project and
the impact on existing patient charges.

Regponse
The charge schedules will niot change from the implementation of this proposal. The current

charges at Baptist Rehabilitation -Germantown and at the new Baptist Memorial
Rehabilitation Hogpital will be the same.
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B. Compare the proposed charges to those of similar facilities in the service area/adjoining
service areas, or to proposed charges of projects recently approved by the Health
Services and Development Agency. If applicable, compare the proposed charges of
the project to the current Medicare allowable fee schedule by common procedure
terminology (CPT) code(s).

Response
There are 2 freestanding HealthSouth facilities in the service area for which comparisons

can be made. Below, year 1 projections for the proposed new hospital arc compared to the
most recent Joint Annual Reports of those 2 facilities:

Figure C: Economic Feasibility.6.B

Projected Charges Year 1 Compared to Most Recently Reported Charges of Similar

Facilities
Net GrossiCas  GrossiDa  NeyCas
Cases Days Gross Charges Charges e y e NetDay
 HealthSouth Memphis (2011) 1582 | 19433 | § 43818888 235.023.939 2$7.698 }.255 1$ 5,318 f.zaa
HealthSouth North Memphis {2011) 1,073 13,666 $ 25,252,390 1$ 8,422,369 2$3.534 1?848 157.169 13{348
Proposed Project (Year 1) 785 11,095 $ 31,440,690 153,217,021 430.062 23,834 156,841 1s,191

“Source: Jolnt Anrual Reporls, Projected Data - Inpatient Data Only, Mature Area Facilities versus Proposed Hospital Year 1 Dala

Discuss how projected utilization rates will be sufficient to maintain cost-effectiveness.

Response
Implementation of the project will not result in an increase of the charges to the patient. The

projected data charts demonstrate that the new rehabilitation hospital will have posilive income,
The utilization rates will increase due to the new hospital having all private rooms and having
specialized stroke/neurological programs. This will create economies of scale and efficiencies
that will allow the hospital to spread its fixed costs over a larger number of patient days, thus
reducing the cost per patient day,

Discuss how financial viability will be ensured within two years; and demonstrate the
availability of sufficient cash flow until financial viability is achieved.

Response
Baptist Memorial has a large number of patients who are appropriate for inpatient rehabilitation

(See Section C, Need - Question 6). It seems certain that the proposed hospital (with all private
rooms and specialized programming) will be sufficiently utilized in its first two years to operate
with a strong financial margin, The applicant will have sufficicnt resources to support hospital
operations as it builds census while acquiring Medicare certification.
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10.

11.

Discuss the project's participation in state and federal revenue programs including a
description of the extent to which Medicare, TennCare/Medicaid, and medically indigent
patients will be served by the project. In addition, report the estimated dollar amount of
revenue and percentage of total project revenue anticipated from each of TennCare,
Medicare, or other state and federal sources for the proposal’s first year of operation.

Responsc
The proposed inpatient rehabilitation hospital will follow the ERDs and charity care policy of

Baptist Memorial Health Care Corporation.

Figure C: Economic Feasibility.C.9

Medicare and TennCare/Medicaid Gross
Revenue
Year 1
Category Gross Revenue % of Gross
Medicare S 18,864,414 60.0%
TennCare/Medjcaid S 1,257,628 4.0%

Provide copies of the balance sheet and income statement from the most recent reporting
period of the institution and the most recent audited financial statements with accompanying
notes, if applicable. For new projects, provide financial information for the corporation,
partnership, or principal parties involved with the project. Copies must be inserted at the
end of the application, in the correct alpha-numeric order and labeled as Attachment C,
Economic Feasibility-10.

Response
The initial operating capital and moveable equipment costs are Centerre's contribution to the

partnership. Centerre Healthcare Audited Financial Statements with notes. are provided as
Attachment C Economic Feasibility 10,

Describe all alternatives to this project which were considered and discuss the advantages
and disadvantages of each alternative including but not limited to:

a. A discussion regarding the availability of less costly, more effective, and/or more efficient
alternative methods of providing the benefits intended by the proposal. If development
of such alternatives is not practicable, the applicant should justify why not; including
reasons as to why they were rejected.

b. The applicant should document that consideration has been given to alternatives to new
construction, e.g., modernization or sharing arrangements. It should be documented
that superior alternatives have been implemented to the maximum extent practicable.
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Response:

One option was to maintain the operations as currently provided at Baptist Rehabilitation -
Germantown. Providing more rehabilitative services for the complex neuro patients is an
increasing need that could not be effectively addressed. Providing accommodations inall
rooms for ADA accessibility through periods of disability and privacy is also a need for patient
and family satisfaction with the inpatient experience. Decreasing admissions to the facility also
reflect concern with the available facility. This option did not effectively address the need.

Another option considered was the possibility of adding to the existing structure. Any
significant expansion is prevented by building regulations and the availability of land. The
current base of the facility cannot reasonably be extended. Height restrictions and the current
building structure prevent vertical expansion on the current campus. Expansion at the current
location is not a feasible solution.

Internal renovation was also considered , but the building size will not permit private rooms
unless the total bed availability is reduced which would be less than the need supported by
discharges from the Baptist facilitics alone. ADA compliance also would not be reasonable in
every patient room.

The option that was chosen as the most feasible is the subject of this CON application. By
relocating inpatient rehabilitation facility beds that are already in the community, the service
remains matched to the needs of the area. The partnership formed by Baptist Memorial Health
Care and Centerre Healthcare will offer the inpatient service in a new, state-of-the-art 49 bed
freestanding inpatient hospital with all private rooms.
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CONTRIBUTION TO THE ORDERLY DEVELOPMENT OF HEALTH CARE

1

List all existing health care providers (e.g., hospitals, nursing homes, home care
organizations, etc.), managed care organizations, alliances, and/or networks with which the
applicant currently has or plans to have contractual and/or working relationships, e.g., transfer
agreements, contractual agreements for health services.

Response
The proposed new hospital, being a joint venture between Centerre Healthcare and Baptist

Memorial, will continue relationships with entities throughout the Baptist system and other
providers in the community. The inpatient rehabilitation hospital will serve the same populations
and will have electronic capabilities to reinforce communications with referring physicians and
professionals across the region.

Access for area physicians and patients will continue without interruption. The new inpatient
rehabilitation hospital will be available to any qualified physician who applies and receives
privileges.

Describe the positive and/or negative effects of the proposal on the health care system.
Please be sure to discuss any instances of duplication or competition arising from your
proposal including a description of the effect the proposal will have on the utilization rates of
existing providers in the service area of the project.

Response

The proposed new hospital will positively affect the health care system. The new private rooms
will accommodate more patients effectively and efficiently without adding additional beds to the
system.

As described in other sections, increasing the capabilities and scope of specialized programs for
stroke/neurological conditions will provide a greater level of rehabilitative care for complex
patients which will grow with the projected 35% increase in the 65 and over population in Shelby
County over the next 9 years. The specialized programming (¢.g. CARF accredited stroke/ brain
injury) and the increased number of private rooms will create a “Center of Excellence” for the
community.

The proposed hospital will be an improvement in the capabilities of existing services and will not
duplicate services or adversely affect other providers in the area.
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3. Provide the current and/or anticipated staffing pattern for all employees providing patient care
for the project. This can be reported using FTEs for these positions. Additionally, please
compare the clinical staff salaries in the proposal to prevailing wage patterns in the service
area as published by the Tennessee Department of Labor & Workforce Development and/or
other documented sources.

Response B
End of End of
TITLE Year 1 Year 2
FTE FTE
Nursing
RN's 19.8 20.3
LPN's 12.9 13.2
Aides 17.1 17.6
Charge Nurse 4.2 4.2
Total Nursing FTE's 54.0 55.3
Total Paid Nursing
FTE's 61.5 62.9
Therapy
Physical Therapists 6.3 6.3
PTA 3.0 3.0
Occupational
Therapists 5.5 6.0
CoTA 3.0 3.0
Techs - -
SLPs 3.0 3.0
Total Therapy FTE's 20.8 21.3
Total Paid Therapy
FTE's 236 24.2

Tennessee Department of Labor and Workforce Development: Memiphis, TN-MS-AR MSA Available Salaries

BMHCC

QOccupation Entry Wage Median Mean Experienced  Median
Registered Nurses $49,030 $61,050 $65,950 $74,420 $30.08
_Nursing Aides, Orderlies & Attendants $18,660 $22,630 $23,110 $25,330 $12,90
| Physical Therapists $65,010 $82,640 $85,190 |  $95,280 $40.00
_Physical Therapist Assistants $43,890 $62,260 $58,680 $66,080 $30.00
Occupational Therapists $56,750 $74,960 §74,430 $83,270 $40.00
_Occupational Therapist Assistants $44,820 | 562,680 $58,660 $65,580 $30.00

Speech-Language Pathologists | $47,400 $62,610 $65,160 $74,050 $40.00
| Pharmacists $93,900 | $119,930 | 115430 | $126,190 $53.19
Pharmacy Aides _ $18,460 523,200 $23,480 __$25,980 $17.27
Healthcare Suppart Workers, All Other §22,190 $28,170 $30,380 $34,480 $17.97
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4. Discuss the availability of and accessibility to human resources required by the proposal,
including adequate professional staff, as per the Department of Health, the Department of
Mental Health and Developmental Disabilities, and/or the Division of Mental Retardation
Services licensing requirements,

Response
Most of the positions are already actively involved in the current hospital or working elsewhere in

the Baptist Memorial Iealth Care system. Trained and qualified human resources are accessible
for the proposed project.

5. Verify that the applicant has reviewed and understands all licensing certification as required
by the State of Tennessee for medical/clinical staff. These include, without limitation,
regulations concerning physician supervision, credentialing, admission privileges, quality
assurance policies and programs, utilization review policies and programs, record keeping,
and staff education.

Response
The applicant understands requirements and regulations concerning physician supervision,

credentialing, admission privileges, quality assurance policies and programs, utilization review
policies and programs, record keeping and statf education,

6. Discuss your health care institution's participation in the training of students in the areas of
medicine, nursing, social work, etc. (e.g., internships, residencies, etc.).

Response
Baptist Memorial Health Care Corporation and Baptist Rehabilitation - Germantown are strong

supporters of educational opportunities throughout the region. Baptist’s Philosophy and Mission
for the system states that, “... it seeks to ENCOURAGE, GUIDE, and INSTRUCT those
individuals entering into profcssions related to the healing of the body, mind and spirit.”

Baptist Memorial College of Health Sciences was chartered in 1994 as a specialized college
offering baccalaureate degrees in nursing and in allied health sciences as well as continuing

education opportunities for healthcare professionals.

The four year BHS degree includes radiology training in areas of radiation therapy, nuclear
medicine, diagnostic medical services, and radiographic technology.
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7.

(a) Please verify, as applicable, that the applicant has reviewed and understands the
licensure requirements of the Department of Health, the Department of Mental Health
and Developmental Disabilities, the Division of Mental Retardation Services, and/or any
applicable Medicare requirements.

Response
Baptist Rehabilitation - Germantown has reviewed and understands the licensure requirements of
the Department of Health and applicable Medicare requirements.

(b) Provide the name of the entity from which the applicant has received or will receive
licensure, certification, and/or accreditation.

Licensure: Tennessee Department of Health
Accreditation: Joint Commission ; CARF

(c) If an existing institution, please describe the current standing with any licensing,
certifying, or accrediting agency. Provide a copy of the current license of the facility.

Response
Although the proposed project involves a new facility that has not been licensed, the current

license of Baptist Rehabilitation -Germantown, that is the current location of the inpatient
rehabilitation beds, is provided for reference,

(d) For existing licensed providers, document that all deficiencies (if any) cited in the last
licensure certification and inspection have been addressed through an approved plan of
correction. Please include a copy of the most recent licensure/certification inspection
with an approved plan of correction.

Response

Although the proposed project involves a new facility the most recent completed
licensure/certification survey for Baptist Rehabilitation-Germantown with is included as an
attachment.

Document and explain any final orders or judgments entered in any state or country by a
licensing agency or court against professional licenses held by the applicant or any entities or
persons with more than a 5% ownership interest in the applicant. Such information is to be
provided for licenses regardless of whether such license is currently held.

Response
There are no final orders or judgments to report for Baptist Rehabilitation -Germantown.

Identify and explain any final civil or criminal judgments for fraud or theft against any person or
entity with more than a 5% ownership interest in the project

Response ;
There are no final civil or criminal judgments to report for either partner - Centerre or Baptist

Memorial.
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10. If the proposal is approved, please discuss whether the applicant will provide the Tennessee
Health Services and Development Agency and/or the reviewing agency information
concerning the number of patients treated, the number and type of procedures performed,
and other data as required.

Response
The applicant will provide the Tennessee Health Services and Development Agency and/or the

reviewing agency information concerning the number of patients treated, the number and type of
procedures performed, and any other data as required.
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PROOF OF PUBLICATION

Attach the full page of the newspaper in which the notice of intent appeared with the mast
and dateline intact or submit a publication’affidavit from the newspaper as proof of the
publication of the letter of intent.

Response
A page from the Commercial Appeal is provided.

DEVELOPMENT SCHEDULE

Tennessee Code Annotated § 68-11-1609(c) provides that a Certificate of Need is valid for a

period not to exceed three (3) years (for hospital projects) or two (2) years (for all other
projects) from the date of its issuance and after such time shall expire; provided, that the
Agency may, in granting the Certificate of Need, allow fonger periods of validity for
Certificates of Need for good cause shown. Subsequent to granting the Certificate of
Need, the Agency may extend a Certificate of Need for a period upon application and good
cause shown, accompanied by a non-refundable reasonable filing fee, as prescribed by
rule. A Certificate of Need which has been extended shall expire at the end of the
extended time period. The decision whether to grant such an extension is within the sole
discretion of the Agency, and is not subject to review, reconsideration, or appeal.

1. Please complete the Project Completion Forecast Chart on the next page. If the project
will be completed in multiple phases, please identify the anticipated completion date
for each phase. :

2. If the response to the preceding question indicates that the applicant does not
anticipate completing the project within the period of validity as defined in the
preceding paragraph, please state below any request for an extended schedule and
document the “good cause” for such an extension.

Form HF0004
Revised 02/01/06

Previous Forms are obsolete
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The Commpyrgial )l\"preQIB
Affidavit of Publication

STATE OF TENNESSEE
COUNTY OF SHELBY

Personally appeared before me, Patrick Maddox, a Notary Public, Helen Moriarty, of
MEMPHIS PUBLISHING COMPANY, a corporation, publishers of The Commercial
Appeal, morning and Sunday paper, published in Memphis, Tennessee, who makes oath
in due form of law, that she is Legal Clerk of the said Memphis Publishing Company, and
that the accompanying and hereto attached notice was published in the following edition

of The Commercial Appeal to-wit:

December 10, 2012

Holon W
i -
Subscribed and sworn to before me this 10th day of December, 2012
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%A'/ W Notary Public

My commission expires _% é 3%@
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Agency, that, Baptisl

Corporation wilh an own

of Need to eslablish

NOTIFICATION OF INTENT
) APPLY FOR A CERTIFIGATE OF NEED

is to provide official nolice to he Heallh Services and Development

ncy and all inleresled parties,

11-1601 et seq, and the Rules of (he Heallh Sewvices and
elopment Agency, that Select Speclalty Hospital-Memphls (a tong
1 acuie care hospilal), owned and managed by Select Specially
nilal-Memphls, Inc. (a corporallen), Inlends to file an apphcalion
1 Cartilicale of Need to add twenly-elght {28} long lermn acule care
5 (o lis facility, Yocaled in leased space at St Francis Hospllal, 5959
¢ Avenue, Memphls, TN 38119, The proect cost for CON purposes

slimaled at $6,200,000. The

ipment and does ndt add or disconlinue any new heallh service.

il Speclalty Hospilah Is currenlly licensed by the Board for
nsing Heallhcare Facililies (TN Deparimenl of Public Health)
Ihirty-ning (39) long lerm acute care beds. Select Speclalty has
Wved Slale approval for tlcensure of len (10) addilional long lerm
le careé beds wilhout CON review, under a stzlulory exemption
labla lo hospltals of fewer Lhan 100 beds. Upon Ils Implemenlalion,
1ct will be licensed for (orty-nine (49} long lerm acule care beds, 50
Ihe Wwenty-eight (20) bed expanston proposed In this Celificale of
d applicalion would increase the Select license to sevanty-seven
long term acute care beda. SI- Francls Hospilal, which Is leasing
i& beds lo Select, will reduce lls cument 519-bed general hospilal
1se by 10 beds lo rellect tho approved 10-bed expansion of Select
ugh Lha COM exempllon process, and vl reduce ils Heense by 28

e beds i Whls CON application

ages will be thal tha project will not change the service arca's lotal
1sed comploment of general acule care plus long ferm acute care

oifal heds

anllzipated dale of fitlng Ihe applicallon Is on or before December
2012 The contact person for Lha projec! s Jotin Wellborn, who may
eached al Dovelopmen! Support Group, 4219 Hillsboso Road, Suite
, Nashwillo, TN 37215; (615} 665-2022

1 wiritten request by Interested parlies, a local Fact-Finding public
ing shall be conducled. Wrillen requesls for hearing should be sent lo:
allh Services and Development Agency, Andrew Jackson Bullding,
500 Deaderlck Street, Sulte 850, Nashvllle, Tennessee 37243
suant 1o TCA Sec. 68-11-1607(c)(1): (A) any heallh care inslitution

1ing lo oppose a Cerlilicate of

wlion wilh the Heallh Services and Development Agency no laler
1 fitteen (15) days before the regularly scheduled Health Services

Development Agency meeling

aduled, and (B) any olher persen wishing to oppose the application
il {ile wrillen objection with the Health Services and Development
ncy al or prior Lo he consideraiion of the application by the Agency.

In accordance with T.C.A. Sections

project conlains no major medical

is approved, The net etiect of these

Need applicalion must file a wrillen

al which the application Is originally

Germaniown Tennessee

Wolf River Boulevard in

may be reached at Bap

Upon writlen request by

conducted. R
Written requests for hea
Health Services and

500 Deaderick

the Health Services and

wishing o oppose the a

NOTIFICATION OF INTENT TO APPLY
FOR A CERTIFICATE OF NEED

This is lo provide official notice to lhe Heallh Services
and Development Agency and all inlerested parties,
in accordance wilh T.C.A.
the Rules of the Health Services and Development

§ 68-11-1601 ot seq,, and

Memorial ~ Rehabililation

Hospilal, G.P., a general partnership consisting of
Baplisl Memorlal Heallh Services, Inc., an affiliate of
Baptisl Memorial Health Care Corporation and CRH
of Memphis, LLC, an affiliate of Centerre Heallhcare

ership type of partnership

and lo be managed by CHC Management Services,
LLC, inlends to file an application for a Cerlificate

a rehabilitation hospital

consisling of 49 beds, The hospital will be localed in
approximately 59,400 sq ft of space lo be constructed
al 1238 and 1280 South Germaniown Parkway,

36138. The location is

close 1o the inlersection of Germanlown Parkway and

Germantown, Tennessee.

Simultaneously with the implemenlation of the new
hospilal, Baplist Rehabilitation Hospital- Germaniown
would delicense the 49 bed Rehabililation unit located
at 2100 Exeter Road Germanlown, Tennessee 38138
which is approximalely 2.
The project does not involve the addition of beds or
any other service for which a certificate of need is
required. The estimated project cost is $33,167,900,
The anticipated dale of filing the applicalion is
December 14, 2012, The contact persan for this
project is Arthur Maples, Dir. Strategic Analysis, who

5 miles from the new sile.

list Memorial Health Care

Corporalion, 350 N, Humphreys Blvd, Memphis,
TN 38120, (901) 227-4137.

Interested partles,

a local Fact-Finding public hearlng shall be

ring should be sent to:
Development Agency

Andrew Jackson Building

Street, Suile 850

Nashville, Tennessee 37243
The published Lelter of Intent must contain the
following statement pursuant to
T.C.A. § 68-11-1607(c)(1).
Institution wishing lo oppose a Cerliflcate of
Need application must ile a written notice with

{A) Any health care

Development Agency no

laler Lhan fitteen (15) days before the regularly
scheduled Health Services and Development
Agency meeting at which the application Is
orlginally scheduled; and (B) Any olher person

pplication must file

written objeciion with the Heaith Services
and Development Agency at or prior 10 the
consideration of the application by the Agency.
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PROJECT COMPLETION FORECAST CHART

’ s s m‘;ﬂiﬁl L |
Inter the Agency projected Initial Decisiobekte”as published in T.C.A. § 68-11-1609(c): 03/27/2013

Assuming the CON approval becomes the final agency action on that date; indicate the number of days
from the above agency decision date to each phase of the completion forccast.

Anticipated Date

Phase DAYS
REOUIRED (MONTH/YEAR)

1. Architectural and engineering contract signed 5 04/2013

2. Construction documents approved by the Tennessee

Department of Health 110 07/2013
3, Construction contract signed 110 07/2013
4. Building permit secured 120 07/2013
5. _Site preparation complcted 180 09/2013
6. Building construction commenced 180 09/2013
7. Construction 40% complete 300 01/2014
8. Construction 80% complete 420 05/2014
9. Construction 100% complete (approved for occupancy 480 ' 07/2015
10.  *Issuance of license 510 08/2014
11, *Initiation of service 511 08/2014
2. Final Architectural Certilication ol Payment 510 09/2014
13.  Final Project Report Form (HEQ0SS) 600 11/2014

“ For projects that do NOT involve construction or renovation: Plcase complete items
10 and 11 only.

Note: If litigation occurs, the completion forecast will be adjusted at the tintc of the final
determination to reflect the actual issue date.

48



AFFIDAVIT

3 08
STATE OF _JZwwessee o1 056 14 P13
COUNTY OF _ Syue,mv

/—')m ]wr- Maa)f,.; , being first duly sworn, says that he/she
is the applicant namedzin this application or his/her/its lawful agent, that this project will be
completed in accordance with the application, that the applicant has read the directions to
this application, the Rules of the Health Services and Development Agency, and T.C.A. § 68-
11-1601, et seq., and that the responses to this application or any other questions deemed

appropriate by the Health Services and Development Agency are true and complete.

) 75 Ana'/
SIGNRTORER TR P

Y
Sworn to and subscribed before me this R “day of Q—Qtﬂwb-ﬁs\ AON a Notary

(Month) (Year)

Public in and for the County/State of W \AJ

My Comm. Exp. August 21, 2016

My commission expires ,
(Month/Day) (Year)

b9
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Delaware ... .

The First State

I, JEFFREY W. BULLOCK, SECRETARY OF STATE OF THE STATE OF
DELAWARE, DO HEREBY CERTIFY THE ATTACHED IS A TRUE AND CORRECT
COPY OF THE STATEMENT OF PARTNERSHIP EXISTENCE OF "BAPTIST
MEMORIAL REHABILITATION HOSPITAL, G.P.", FILED IN THIS OFFICE ON

THE TRIRD DAY OF DECEMBER, A.D. 2012, AT 5:39 O'CLOCK P.M.

OGS

Jeffrey W. Bullock, Secretary of State P
5251462 8100 AUTHE. TION: 0042268

DATE: 12-06-12

121288548

You may verify this certificate online
at corp.delaware.gov/authver.sh



State of Delaware
Secre of State

Divisian
vered 05: 5“#2/03/2012

.F'JILED 05 39 PM 12/03/2012
SRV 121288548 - 5251462 FILE

STATE OF DELAWARE
STATEMENT OF
PARTNERSHIP EXISTENCE

1. The name of the parinership is Baptist Memorial Rehabilitation Hospital, G.P.

2. The address of its registered agent in the State of Delaware is Corporation Trust Center,
1209 Orange Street, Wilmington, Delawere 19801,

3. The name of the registered agent is The Corporatfon Trust Company.

~ IN WITNESS WHEREOF, the undersigned has exeduted this Statement of Partnership
Existence this 1st day of December 2012,

Authorized Pariners:
BAPTIST MEMORIAL HEALTH SERVICES, INC.

CRH OF MEMPHIS, LLC

Y

Nanie; Patrick A. Foster
Tifle: Chiel Bxeocutive Officer

13000423,2
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MANAGEMENT SERVICES AGREEMENT

This MANAGEMENT SERVICES AGREEMENT, made and entered into as of the
Ist day of December 2012 (the “Ettfective Date™), by and between CHC MANAGEMENT
SERVICES, LLC, a Missouri limited liability company ("Manager™), and BAPTIST
MEMORIAL REHABILITATION HOSPITAL, G.P., a Delaware general partnership
("Owner”).

WITNESSETH:

WHEREAS, Owner intends to develop and operate a treestanding rehabilitation hospital
to be located in the Memphis, Tennessee area (the “Rehabilitation Hospital’);

WHEREAS, Manager has significant expertise in the management and operation of
inpatient rehabilitation facilities; and

WHEREAS, Owner desires to engage Manager to manage the development and
operation of the Rehabilitation Hospital, and Manager is willing to be engaged in such capacity,
upon and subject to the terms and conditions set forth in this Agreement.

NOW, THEREFORE, in consideration of the foregoing premises, and the mutual
covenants and promises contained herein, and for other good and valuable consideration, the
receipt and sufficiency of which are hereby acknowledged by the parties to this Agreement, the
parties, hereby agree as follows:

1. Management.

1.1 Owner hereby engages Manager for the purpose of providing
management, administrative, purchasing, financial, and all other management, support and
administrative services needed for the operation of the Rehabilitation Hospital, for and on behalf
of Owner, on the basis set forth herein, and Manager hereby accepts such engagement; provided,
however, that Manager shall carry out all of its duties and responsibilities hereunder subject to
the ultimate authority of, and review by, Owner as set forth in Owner’s General Partnership
Agreement (the “Partnership Agreement”). Manager shall operate the Rehabilitation Hospital
in a manner consistent with and supportive of Baptist Memorial Health Care Corporation’s and
Baptist Memorial Regional Rehabilitation Services, Inc.’s (“Baptisf’) tax-exempt charitable
purpose and in a manner that allows the Rehabilitation Hospital to respond to the community
needs for inpatient rehabilitation services.

1.2 During the term of this Agreement, Manager will cause Centerre
Healthcare Corporation to authorize Owner to state in any advertising, promotional or other
material that the Rehabilitation Hospital is operated in association with Centerre Healthcare.

1.3 Owner hereby appoints Manager its attorney-in-fact with full power on its
behalf and in its name, or in the name of the Rehabilitation Hospital, (a) in consultation with
counsel for Baptist Memorial Health Care Corporation and subject to the appointment of counsel
approved by the Board, to prosecute or defend any litigation or proceeding before any court or
governmental agency arising out of the operation of the Rehabilitation Hospital or Owner,
subject in each case to the provisions of the Partnership Agreement and Section 1.1 above, and

77271597809



(b) 1o enter into contracts related to the atfairs of the Rehabilitation Hospital and Owner, subject
in each case to the provisions of the Partnership Agreement and Section 1.1 above. Manager
shall give prompt written notice to Owner of all actions taken pursuant to the foregoing power of
attorney upon request.

2 Scope of Engagement.

2.1  Manager shall provide management services for the development and
operation of the Rehabilitation Hospital in a manner consistent with the best business practices in
the community served by the Rehabilitation Hospital and within the health care industry
generally, and consistent with and subject to the responsibilities of Owner, specifically including,
but not limited to, the delivery of quality care. Without limiting the generality of the foregoing,
Manager shall utilize its corporate quality assurance programs to ensure that the quality of
services provided at the Rehabilitation Hospital is consistent with the quality of services
provided at other facilities in Manager’s national rehabilitation network.

2.2 Within ninety (90) days of the commencement of services under this
Agreement, and not less than thirty (30) days before the commencement of each fiscal year
thereafter, Manager shall present to Owner an annual plan outlining Manager’s recommended
operating goals and objectives for the Rehabilitation Hospital for the upcoming year.

2.3  In the pertormance of its services, as provided for in Sections 4 and 3 of
this Agreement, Manager shall exercise the same standards and degree of care as is usual and
customary in the health care industry generally. Manager shall act in good faith to perform its
obligations hereunder, but shall have no liability to Owner for any decisions made with respect
to, or any actions taken in connection with, the Rehabilitation Hospital’s operations so long as
such decisions or actions were made or were taken in good faith and were made or were taken
without negligence or intentional misconduct, or were made or taken pursuant to an express
directive of Owner.

2.4 It is expressly understood and agreed by the parties hereto that Manager,
its employees and contractors shall at all times during the performance of the services pursuant
to this Agreement be acting as an independent contractor of Owner, and that no act, or
commission or omission of any act, by any party hereto shall be construed to make the other
party a principal, agent, employee, joint venturer or associate of such party.

2.5  In performing its duties and obligations under this Agreement, Manager
shall comply with all federal, state and local laws, rules, regulations and regulatory advisory

opinions now in force, or which may hereafter be in force, which are applicable to Owner,
Manager or the Rehabilitation Hospital.

3. Key Personnel.

During the term of this Agreement, Manager shall recruit qualified executives who shall
serve as Chief Executive Officer, Controller, Director of Patient Care and Director of Business
Development of the Rehabilitation Hospital (the “Key Personnel”). The Key Personnel shall be
employees of Manager or an affiliate of Manager. The selection, continued service and

7/2759780.9



termination of the Key Personnel shall be the responsibility of Manager but subject to the prior
approval ot Owner.

4. Operating Management Services.

Manager will provide such services, direction, advice, supervision and assistance as are
necessary for the development and implementation of the Rehabilitation Hospital and the
operation of the Rehabilitation Hospital, as necessary, including, but not limited to, the
following:

(@)  Selecting a developer acceptable to Owner's Board of Managers (the
“Board™) to act as the owner and developer of the physical facility upon and within
which the Rehabilitation Hospital will be located.

(b) Negotiating agreements for development and construction of the
Rehabilitation Hospital and coordinating the development and construction of the
Rehabilitation Hospital with the selected developer, and negotiating a lease with such
developer, subject to the agreement of and in consultation with the Board.

(c) Obtaining and maintaining the licensure and accreditation of the
Rehabilitation Hospital with the proper agencies (which licenses and accreditations shall
be held in the name of Owner or the Rehabilitation Hospital); provided that Owner, and
all affiliates of Owner (including its members) shall cooperate as necessary to secure all
governmental approvals and all such licenses.

(d) Arranging for hazard, liability and other necessary insurance coverage for
Owner; provided, however, that the physicians practicing in the Rehabilitation Hospital
shall be responsible for obtaining their own malpractice insurance.

(e) Administering the employment, supervision, direction and discharge of all
personnel, and otherwise managing the personnel affairs of Owner; provided, however,
that any major decisions materially affecting the composition or continued employment
of the Rehabilitation Hospital’s personnel (e.g., a mass layoff) will be subject to the prior
approval of Owner.

1)) Establishing staffing schedules and competitive wage structures and
personnel policies for employees in a manner compliant with all applicable laws, rules,
regulations and regulatory advisory opinions.

(8 Selecting and implementing employee benefit programs for employees.

(h)  Setting charges for services provided by the Rehabilitation Hospital.

(i) Providing for the submission and, if necessary, correction of bills for
services provided by the Rehabilitation Hospital.

. G) Conducting and directing the day-to-day operations of the Rehabilitation
Hospital to ensure that said operations are conducted in a business-like manner.

7/2759780.9



(k) Managing the property and assets ot Owner's business including the
development of maintenance, repair and replacement plans.

() Providing policies and operating procedures to all departments of the
Rehabilitation Hospital.

(m)  Coordinating the selection and installation of management information
systems appropriate for operation of the Rehabilitation Hospital.

(n)  Coordinating the purchase or lease of all supplies and equipment used in
the operation of the Rehabilitation Hospital.

(o) Negotiating and entering into such contracts, agreements and leases as
may be necessary for the operation of the Rehabilitation Hospital.

(») Conducting business development activities, physician and public
education and other marketing services.

Q) Preparing and implementing operating and capital budgets for the
Rehabilitation Hospital.

(r) Upon prior written notice from Owner to Manager, such other tasks and
services reasonably related to the management and operation of the Rehabilitation
Hospital as the Owner shall determine to be reasonably necessary.

S. Accounting and Bookkeeping Services.

Manager agrees to review, direct and be responsible for all accounting and bookkeeping
services for Owner, including, but not limited to, the following:

(a) Receipt, deposit and investment of all funds received from the operation of
the Rehabilitation Hospital and supervision of the disbursement of such funds for the
operating expenses of the Rehabilitation Hospital and otherwise.

) Maintenance of the books of account for and on behalf of Owner,
including all journals and ledgers, check registers, and payroll records.

(c) Posting of all patient and other charges, including payments and
adjustments.

(d) Establishment and revision of accounts receivable, credit and collection
policies and procedures.

(e)  Processing of vendors’ invoices and other accounts payable.

0 Preparation of payroll checks from time records prepared under Manager’s
supervision.

(g)  Preparation and submission of payroll tax retumns.
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(h)  Preparation of monthly bank reconciliations.

(i) Preparation of monthly financial statements including a balance sheet and
income statement within tifteen (15) days after the end of each month and preparation ot
annual financial statements within thirty (30) days after the end of each fiscal year.

G) Establishment and implementation of patient insurance billing procedures.

(k) Supervising completion of an annual audit of the books and records of
Owner's business. Audited financial statements shall be delivered to Owner no later than
one hundred twenty (120) days after the end of each fiscal year.

() Arrange for preparation and submission of all filings and reports required
of Owner by regulatory bodies including, but not limited to, Medicare, Medicaid, and the
Internal Revenue Service.

6. Compensation.

6.1  Management Fee for Management Services and Billing and Collection
Services. In consideration of the services to be provided by Manager hereunder, Owner shall
pay Manager a monthly management fee (the “Management Fee”). Beginning with the first full
month after construction of the Rehabilitation Hospital commences and ending on the date the
Rehabilitation Hospital becomes certified for participation in the Medicare program (the
“Medicare Certification Date”), the Management Fee shall be equal to Fifteen Thousand Dollars
($15,000.00) per month. The Management Fee for the twelve (12) month period commencing
with the first full month after the Medicare Certification Date shall be Ten Thousand Dollars
($10,000.00) annually (pro-rated monthly) per bed, payable in equal monthly installments.
Following the expiration of such twelve (12) month period and continuing thereafter, the
Management Fee shall be calculated as follows:

(@) Manager shall receive a base fee equal to three percent (3%) of the
Net Revenues of Owner during each month (or portion thereof) that this Agreement
remains in effect.

(b) Manager shall also be eligible for a bonus fee of up to two percent
(2%) of the Net Revenues of Owner during each year (or portion thereof) that this
Agreement remains in effect, based upon the Rehabilitation Hospital’s satisfaction of the
bonus criteria set forth on Exhibit A attached hereto and incorporated herein by reference
(the “Bonus Criteria). Said Bonus Criteria shall be reviewed and renegotiated on an
annual basis. On an interim basis, such bonus fee shall be calculated and paid based on
the Rehabilitation Hospital’s quarterly performance in each bonus category of the Bonus
Criteria during such quarter, and shall be reconciled within 60 days after the end of each
year based on the Rehabilitation Hospital’s performance for the entire year (the
“Measurement Year”). If the Rehabilitation Hospital has not satisfied the Bonus Criteria
in a bonus category for the Measurement Year, Manager shall promptly repay to Owner
any quarterly bonus payments for the bonus category made to Manager during the
Measurement Year. Alternatively, if the Rehabilitation Hospital has satisfied the Bonus
Criteria in a bonus category for the Measurement Year, Manager shall promptly be paid
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the difference between the total bonus payment to which Manager is entitled for such
bonus category for the Measurement Year and the sum ot all quarterly bonus payments
that Manager received during the Measurement Year with respect to such bonus category.

For the purposes of this Agreement, “Net Revenues” shall mean the total operating revenues of
Owner reduced by revenue deductions, which include an allowance for contractual allowances,
discounts and charity amounts (but not bad debt expense), as determined in accordance with
generally accepted accounting principles. The Management Fee shall be payable in arrears on
the thirtieth (30th) day of the month following the month in which the services were provided. If
Net Revenues in any fiscal year are adjusted at year end, Owner or Manager shall be credited
accordingly.

Notwithstanding the foregoing to the contrary, it is agreed and acknowledged by Manager that
the aggregate amount of the Management Fee payable by Owner to Manager pursuant to the
terms of this Agreement shall not exceed the “fair market value” of the management services
provided by Manager on behalf of Owner as determined in accordance with customary valuation
methodologies reasonably acceptable to the U.S. Department of Treasury. To the extent any part
of such Management Fee shall exceed the “fair market value” of Manager’s management
services, the amount of the Management Fee payable by Owner pursuant to this Agreement shall
be reduced accordingly.

6.2  Reimbursement of Expenses. Manager shall be entitled to reimbursement
of reasonable direct expenses consistent with the annual budget approved by Owner incurred by
Manager on behalf of Owner including, but not limited to, auditor fees, insurance, outside
services, professional or other fees, and salaries and benefits paid to the Key Personnel. All non-
budgeted expenses in excess of One Thousand Dollars ($1,000.00) shall be approved in advance
by Owner. In no event shall Manager allow expenses to exceed 110% of the budgeted amount of
expenses in any budget year without the prior written consent of Owner, except to the extent of
any commensurate increase in actual revenues compared to budgeted revenues, or to the extent
that any such excess expenses were incurred in furtherance of Baptist’s charitable purposes
described in Section 1.1.

7. Additional Services Provided by Manager.

It is understood and acknowledged that from time to time Manager may be engaged by
Owner or required to perform services for Owner outside of the scope of the management
services provided for in this Agreement, including, without limitation, the provision of
temporary personnel to perform services usually performed by employees of the Rehabilitation
Hospital and other duties outside the scope of Manager’s obligations hereunder with respect to
the day-to-day operation of the Rehabilitation Hospital. In such event, Manager shall notify
Owner immediately of Manager's need to perform such additional services, and unless Owner
communicates its objection to Manager, Owner shall reimburse Manager reasonable actual costs
and expenses incurred in connection with the provision of such services, apart from the
management compensation provided for in Section 6 of this Agreement.
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8. Term and Termination.

8.1  The term of this Agreement shall commence on the Effective Date hereof
and shall continue for an initial term of five (5) years, unless sooner terminated by mptual
written consent or by either party pursuant to this Section 8. This Agreement shall automatlcall_y
renew for successive two (2) years terms unless Owner exercises its option not to renew this
Agreement for a renewal term by providing written notice to Manager not less than one hundr.ed
eighty (180) days prior to the expiration of the term then in effect that Owner elects to exercise
its option not to renew this Agreement. Any action to be taken by Owner to not renew this
Agreement may be taken only if the Baptist Managers (as defined in the Partnership Agreement)
or the Board determine that Manager is not operating the Rehabilitation Hospital in accordance
with the charitable purposes of Baptist as described in Section 1.1, and has failed to cure such
performance as provided in Section 8.2 below. Upon such timely notice, this Agreement shall
terminate upon the expiration of the term then in effect. Each such renewal term shall be subject
to the terms and conditions of this Agreement.

8.2  Either party may terminate this agreement upon ninety (90) days’ prior
written notice to the other party in the event of any material breach of, or material default under,
this Agreement by the non-terminating party; provided, however, that this Agreement shall
continue in full force and effect if the non-terminating party shall cure such breach or default
within such 90-day notice period, or, in the event of a breach or default that cannot reasonably be
cured within such 90-day period, if the non-terminating party shall diligently and in good faith
pursue such cure and complete the cure within a period not to exceed one hundred eighty (180)
days. In the case of any breach involving the payment of money, the notice period required
under this Section 8.2 shall be ten (10) days.

8.3  Either party may terminate this Agreement immediately if the other party

is excluded from participation in any federal health care program, as defined at 42 U.S.C. §
1320a-7b(f).

8.4  Either party may terminate this Agreement immediately as of the closing
date of a change of ownership of Owner pursuant to which neither Centerre Healthcare

Corporation, a Delaware corporation, nor any of its wholly-owned subsidiaries continues to own
a significant ownership interest in the Owner.

8.5  This Agreement shall automatically terminate upon the dissolution and/or
liquidation of Owner or any other termination of the General Partnership Agreement of Owner.

8.6  Either party may terminate this Agreement by providing written notice to
the other party no earlier than thirty (30) days after the occurrence of any of the events described
below, provided that prior to issuing such notice, the partners of Owner have cooperated with

one another in good faith to jointly evaluate the potential costs and likelihood of prevailing in an
appeal of any such action:

(a) The Tennessee Attorney General and Reporter objects to the
transaction described in that certain General Partnership Agreement of Owner of even
date herewith, following submission of the Tennessee Attorney General and Reporter’s
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Request tor Information Form for Certain Nonprofit Mergers, Sales, Acquisitions and
Dispositions:

(b) The Tennessee Health Services and Development Agency's refusal
to grant a certificate of need for the Rehabilitation Hospital; or

(c) An opponent successfully appeals the granting of a certificate of
need for the Rehabilitation Hospital by the Tennessee Health Services and Development
Agency.

9, Indemnification

9.1  Owner shall indemnify and hold harmless Manager and its agents and
employees of and from any third party claims, losses, liabilities and demands of every kind and
nature whatsoever, including, without limitation, the costs of defending any such claims,
liabilities and demands, including, without limitation, attorneys’ and accountants’ fees therefor,
arising in connection with Manager’s authorized activities set forth herein; provided, however,
that Owner shall not be required to indemnify or hold harmless Manager from any claims, losses,
liabilities or demands which arise out of the willful misconduct, negligence or fraud by Manager,
or any of its affiliates, agents or employees. For purposes of this Section 9.1, the Key Personnel
and the employees (including any leased employees) of the Rehabilitation Hospital shall not be
considered to be the agents or employees of Manager.

9.2  Manager shall indemnify and hold harmless Owner and its agents and
employees of and from any third party claims, losses, liabilities and demands which arise out of
the willful misconduct, negligence or fraud by Manager, or any of its affiliates, agents or
employees, including, without limitation, the costs of defending any such claims, liabilities and
demands, including, without limitation, attorneys’ and accountants’ fees therefore. For purposes
of this Section 9.2, the Key Personnel and the employees (including any leased employees) of
the Rehabilitation Hospital shall not be considered to be the agents or employees of Manager.

10.  Compliance.

10.1  Manager hereby represents and warrants to Owner that it has reviewed the
following government sponsored Internet websites: http://exclusions.oig.hhs.gov  and
http://www.epls.gov/, and, to the best of its knowledge, information and belief, neither Manager
nor any of its officers, directors, subsidiaries, affiliates, or employees performing services for
Owner either on-site or off-site (collectively, the Manager Parties) have been excluded, or are
pending exclusion, from participation in any federal or state funded health benefits program
(including, without limitation, Medicare, Medicaid and CHAMPUS/T ri-Care) or any federal
procurement or non-procurement program. Manager shall immediately notify Owner in writing if
any Manager Party is excluded from participation in any of the aforementioned programs,
Manager will use its best efforts to ensure that its business practices do not preclude Manager
from any such participation. Notwithstanding any other provision of this Agreement, Owner
shall have the right to immediately terminate this Agreement, without liability (including penalty
if such is provided under this Agreement) or further obligation, upon exclusion of Manager from
any such program, and upon exclusion of any other Manager Party from such program unless
such Manager Party’s association with Manger is terminated promptly.

-8-
7/2759780 9



10.2  Manager shall require its employees, managers, directors and agents to
cooperate fully with Baptist Memorial Health Care Corporation’s Quality Assurance, thal
Quality Assessment, Risk Management, Human Resources and Compliance programs, includ!ng
if necessary, providing interviews with staff, providing written statements and/or cooperating
with any investigation in any other respect reasonably requested by Owner or Baptist Memorial
Health Care Corporation.

10.3 The parties shall perform under this Agreement in compliance with all
applicable federal and state laws, including without limitation, the provisions of Sections 503
and 504 of the Rehabilitation Act of 1973, the Age Discrimination in Employment Acts of 1967
and 1975, the Americans with Disabilities Act of 1990, Title VI of the Civil Rights Act of 1964,
and, as applicable, in compliance with standards of The Joint Commission, the Medicare
Conditions of Participation, and billing requirements of governmental and commercial payers.

10.4  The parties agree that neither shall discriminate against any person due to
disability, age, race, color, religion, sex, national origin, or any other classification protected by
federal, state constitutional or statutory law.

10.5 Manager shall, until the expiration of four (4) years after the furnishing of
services pursuant to this Agreement, make available upon written request of Secretary of Health
and Human Services or the Comptroller General, or any of their duly authorized representatives,
a copy of this Agreement, and the books, documents, and records of Manager that are necessary
to certify the nature and extent of costs incurred under this Agreement by the United States
Department of Health and Human Services, if Manager carries out any of the duties of the
Agreement through subcontract with a value or cost of $10,000.00 or more over a twelve (12)
month period with a third party deemed a related organization, until the expiration of four (4)
years after the furnishing of Services pursuant to such subcontract, the subcontractor shall make
available, upon written request of the Secretary of Health and Human Services, or upon request
of the Comptroller General or any of their duly authorized representatives, a copy of the
Subcontract, and the books, documents, and records of such contractor that are necessary to
verify the nature and extent of the cost incurred under this Agreement by the United States
Department of Health and Human Services. Manager will cooperate with Owner in providing
any information required by Medicare or other third party auditors.

10.6 If applicable, the parties hereto acknowledge and agree that neither this
Agreement nor the compensation paid hereunder is based on, takes into account, or is contingent
upon the admission or referral of any patients to any entity affiliated with Owner or Baptist
Memorial Health Care Corporation or the volume or value of referrals or other business
generated between the parties for which payment may be made or sought in whole or in part
under Medicare or any state health care program. The parties further agree that the
compensation payable hereunder has been negotiated at arm's length and represents fair market
value compensation for the services provided by Manager.

10.7  The parties expressly acknowledge that it has been and continues to be
their intent to comply fully with all applicable federal, state, and local laws, rules, and
regulations. [t is neither a purpose nor a requirement of this Agreement or any other agreement
between the parties to offer or receive any remuneration or benefit of any nature for the referral
of, or to solicit, require, induce, or encourage the referral of any patient, item, or business for
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which payment may be made or sought in whole or in part by Medicare, Medicaid. or any other
tederal or state reimbursement program.

11, Miscellaneous.

11.1  Any notice, consent, request, instructions, approval or other
communications required or permitted under this Agreement or any other document or
instrument delivered in connection herewith shall be deemed to have been validly given, made or
served it in writing and mailed by certified United States Mail, return receipt requested, postage
prepaid and properly addressed, or sent by overnight express, to the respective party to whom
such notice, consent, instructions, approval or other communication relates at the following
addresses:

It to Manager: CHC Management Services, LLC
5250 Virginia Way, Suite 240
Brentwood, Tennessee 37027
Attention: President

With a copy to: Centerre Healthcare Corporation
5250 Virginia Way, Suite 240
Brentwood, Tennessee 37027
Attention: President and CEO

If to Owner: Baptist Memorial Rehabilitation Hospital, G.P.
5250 Virginia Way, Suite 240
Brentwood, Tennessee 37027
Attention: Chairperson

With a copy to: Baptist Memorial Health Care Corporation
350 N. Humphreys Blvd.
Memphis, Tennessee 38120
Attention: Corporate Counsel

or such other address as shall be furnished in writing by any party to the other party. All such

notices shall be deemed given on the date of receipt, as evidenced by return receipt of courier
record.

/1.2 Each party hereby agrees to perform any further acts and to execute and

deliver any documents which may be reasonably necessary to carry out the provisions of this
Agreement.

11.3  This Agreement shall be interpreted, construed and enforced in accordance
with the laws of the State of Tennessee, applied without giving effect to any conflicts-of-law
principles.

/1.4  The captions or headings in this Agreement are made for convenience and
general reference only and shall not be construed to describe, define or limit the scope or intent
of the provisions of this Agreement.
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11.5  The provisions ot this Agreement shall be severable and if any provisions
shall be invalid or void or unenforceable in whole or in part for any reason, the remaining
provisions shall remain in tull torce and effect.

11.6 This Agreement contains the entire agreement of the parties and
supersedes any and all prior agreements between the parties, written or oral, with respect to the
subject matter hereof, and may only be modified or amended by a writing signed by both parties.

11.7  This Agreement shall be binding on and shall inure to the benefit of the
parties hereto, and their respective successors and permitted assigns, and no other person shall
have any right under or by virtue of this Agreement.

11.8  Neither party hereto shall sell, assign or otherwise transfer its interest in or
to this Agreement without the prior written consent of the other party; provided, however, that
Manager shall be permitted to assign its rights and obligations under this Agreement to an
affiliate of Manager without the consent of Owner.

11.9  If either of the parties hereto is delayed or prevented from fulfilling any of
its obligations under this Agreement by force majeure, said party shall not be liable under this
Agreement for said delay or failure. “Force majeure” shall mean any cause beyond the
reasonable control of a party, including but not limited to, act of God, act or omission of civil or
military authorities of a state or nation, fire, strike, flood, riot, war, delay of transportation or any
other act or omission beyond the reasonable control of a party.

11.10  Should any provision of this Agreement require judicial interpretation, it is
agreed that the court interpreting or construing the same shall not apply a presumption that the
terms hereof shall be more strictly construed against one party by reason of the rule of
construction that a document is to be construed more strictly against the party who itself or

through its agent prepared the same, it being agreed that the agents of both parties have
participated in the preparation hereof.

/1.11 During the term hereof, Manager shall be given complete access to the
Rehabilitation Hospital, its records, offices and facilities, in order that it may carry out its
obligations hereunder, subject to the confidentiality requirements relating to patients’ records as
established by Owner. Manager shall, and shall require all its employees, subcontractors and
agents to, comply with and recognize all confidentiality and non-disclosure requirements that
apply to the Rehabilitation Hospital, specifically including privacy requirements of the
Administrative Simplification subtitle of the Health Insurance Portability and Accountability Act
of 1996, as amended, and regulations promulgated thereunder (collectively, “HIPAA™) and
applicable state requirements, and to comply with the Rehabilitation Hospital's requirements and
safeguards relating to such confidential information. Manager shall comply with the policies
adopted by the Rehabilitation Hospital for access to and disclosure of protected health
information (as defined by federal regulations implementing HIPAA) and the Business Associate
Agreement provisions attached and incorporated herein as Exhibit B.

11.12 The parties recognize that this Agreement at all times is subject to
applicable federal, state and local law. The parties further recognize that this Agreement shall be
subject to amendments of such laws and regulations and to new legislation. Any provisions of
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law that invalidate, or otherwise are inconsistent with, the terms of this Agreement, or that would
cause any of the parties to be in violation of the law, shall be deemed to supersede the terms of
this Agreement; provided, however, that the parties shall use their best efforts to accommodate
the terms and intent of this Agreement to the greatest extent possible, consistent with the
requirements of applicable laws and regulations.

11.13 No waiver by any party hereto of any condition or provision of this
Agreement to be performed by another party shall be valid unless in writing, and no such valid
waiver shall be deemed a waiver of any similar or dissimilar provisions or conditions at the same
time or at any prior or subsequent time.

11.14 In the event of litigation to enforce any terms or conditions of this
Agreement, the prevailing party shall be entitled to recover all costs and expenses, including
reasonable attorneys’ fees, incurred in the enforcement of this Agreement.

11.15 Any party to this Agreement or to any other document contemplated
herein may execute a counterpart of same and transmit the page bearing his or its signature via
facsimile to any other party, in which case the party transmitting the facsimile signature shall be
deemed to have executed and delivered a complete original counterpart of this Agreement or
such other document as the case may be, and shall be bound to the same extent as if he or it had
done so. Any party executing this Agreement or any other document contemplated herein via
facsimile signature shall also forward a complete manually executed counterpart of same to each

other party, although failure to do so shall not change the binding effect of the facsimile
signature.

11.16 1If legislation is enacted or a regulation is promulgated or a judicial or
administrative decision is rendered that affects, or may affect, the legality of this Agreement or
adversely affect the ability of either party to perform its obligations or receive the benefits
intended hereunder, then, within fifteen (15) days following notice by either party of such event,
each party will negotiate in good faith a substitute agreement to this Agreement which will carry

out the original intention of the parties to the extent possible in light of such legislation,
regulation or decision.

Signature Page Follows
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IN WITNESS WHEREOQF, the undersigned have caused this Agreement to be executed
on the day and year tirst above written.

MANAGER:

OWNER:

CHC MANAGEMENT SERVICES, LLC

o Mol K —

Name: oiow AL fFosme

Title: oo Joot & ¢EJ

BAPTIST MEMORIAL REHABILITATION
HOSPITAL, G.P.

(1

(Al AN

Title: ‘(—H‘mc——w AWM
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BAPTIST MEMORIAL HOSPITAL-TIPTON
350 N. HUMPHREYS BLVD
MEMPHIS, TN 38120

December 11, 2012

Baptist Memorial Rehabilitation Hospital, G.P. DELIVERED
c/o Mr. Jason Little, Board Member and

Vice President of Baptist Memorial Health Services, Inc.

350 N. Humphreys Blvd.

Memphis, TN 38120

Dear Jason:

This will confirm that Baptist Memorial Hospital-Tipton is committed to
selling the property described on Exhibit A attached hereto to a developer to be
selected by Baptist Memorial Rehabilitation Hospital, G.P. for a price of
$3.000,000.00. This commitment to sell the property at this price will continue for
a period of six (6) months from the date hereof.

Yours very truly,
orial Hospital-Ti
, 3 /

Z A= ol 4

v
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EXHIBIT A

RE-HABILITATION HOSPITAL
PROPERTY DESCRIPTION

BEING A DESCRIPTION OF PART OF THE BAPTIST MEMORIAL HOSPITAL-TIPTON
PROPERTY AS RECORDED IN INSTRUMENT 11107177, ALL OF THE BAPTIST MEMORIAL
HOSPITAL-TIPTON PROPERTY AS RECORDED IN INSTRUMENT 11107179, AND PART OF
THE BAPTIST MEMORIAL HOSPITAL-TIPTON PROPERTY AS RECORDED IN
INSTRUMENT 11107188, ALL OF RECORD IN THE MEMPHIS, SHELBY COUNTY
REGISTER'S OFFICE, LOCATED IN GERMANTOWN, SHELBY COUNTY, TENNESSEE AND
BEING MORE PARTICULARLY DESCRIBED AS FOLLOWS:

COMMENCING AT A POINT ON THE NORTH LINE OF WOLF RIVER BOULEVARD (106.00
FOOT RIGHT-OF-WAY), SAID POINT BEING S$75°49'22"E A DISTANCE OF 546 46 FEET
FROM THE INTERSECTION OF THE NORTH LINE OF SAID WOLF RIVER BOULEVARD
WITH THE EAST LINE OF GERMANTOWN ROAD (RIGHT-OF-WAY VARIES), SAID POINT
BEING THE SOUTHEAST CORNER OF LOT 5 OF THE WOLF RIVER CENTER
SUBDIVISION AS RECORDED IN PLAT BOOK PLAT BOOK 242, PAGE 21 AT SAID
REGISTER'S OFFICE: THENCE N14°10'38"E ALONG THE EAST LINE OF SAID LOT 5,
PASSING A SET REFERENCE MONUMENT AT 10.00 FEET (N 305821.1015 - E

832201 6618) A TOTAL DISTANCE OF 181.34 FEET TO THE NORTHEAST CORNER OF
SAID LOT 5, SAID POINT BEING THE POINT OF BEGINNING; THENCE N36°23'34'W
ALONG THE NORTH LINE OF SAID LOT 5 A DISTANCE OF 22.00 FEET TO A POINT OF
CURVATURE: THENCE CONTINUING ALONG THE NORTH LINE OF SAID LOT 5ALONG A
75 00 FOOT RADIUS CURVE TO THE LEFT AN ARC DISTANCE OF 51.56 FEET (CHORD
N56°05'12"W 71 64 FEET) TO THE POINT OF TANGENCY; THENCE N75°46'50"W AND
CONTINUING ALONG THE NORTH LINE OF SAID LOT 5 A DISTANCE OF 93 93 FEETTO A
POINT ON THE EAST LINE OF LOT 4 OF THE SAID WOLF RIVER CENTER SUBDIVISION
(PLAT BOOK 242, PAGE 21), THENCE N14°10'38"E ALONG THE EAST LINE OF SAID LOT 4
A DISTANCE OF 48.29 FEET TO THE NORTHEAST CORNER OF SAID LOT 4, THENCE
N75°49'22"W ALONG THE NORTH LINE OF SAID LOT 4 A DISTANCE OF 180.14 FEET TO
THE NORTHWEST CORNER OF SAID LOT 4, SAID POINT ALSO LIES ON THE EAST LINE
OF LOT 2 OF THE SAID WOLF RIVER CENTER SUBDIVISION (PLAT BOOK 242, PAGE 21),
THENCE N14°42'41"E ALONG THE EAST LINE OF SAID LOT 2 AND ALONG THE EAST
LINE OF LOT 1 OF THE SAID WOLF RIVER CENTER SUBDIVISION (PLAT BOOK 242,
PAGE 21) A TOTAL DISTANCE OF 449 30 FEET TO THE NORTHEAST CORNER OF SAID
LOT 1: THENCE N75°09'25"W ALONG THE NORTH LINE OF SAID LOT 1 A DISTANCE OF
195 91 FEET THE NORTHWEST CORNER OF SAID LOT 1, SAID POINT ALSO LIES ON THE
EAST LINE OF SAID GERMANTOWN ROAD; THENCE N14°43'45"E ALONG THE EAST LINE
OF SAID GERMANTOWN ROAD A DISTANCE OF 58.96 FEET TO A FOUND IRON PIN AT
THE SOUTHWEST CORNER OF LOT 7 OF THE SAID WOLF RIVER CENTER SUBDIVISION
(PLAT BOOK 242, PAGE 21), THENCE $75°10'29"E ALONG THE SOUTH LINE OF SAID LOT
7 AND THE EASTWARDLY EXTENSION THEREOF A DISTANCE OF 234.81 FEETTOA
POINT: THENCE N83°46'58"E A DISTANCE OF 86.32 FEET TO A POINT TO A POINT;
THENCE N14°50'35"E A DISTANCE OF 147.00 FEET TO A POINT ON THE SOUTH LINE OF
LOT 10 AS SHOWN ON THE FINAL PLAT FOR PHASE 1, FIRST ADDITION OF THE WOLF
RIVER CENTER AS RECORDED IN PLAT BOOK 147, PAGE 52 AT SAID REGISTER'S
OFFICE. THENCE S49°32'15"E ALONG THE SOUTH LINE OF SAID LOT 10 A DISTANCE OF
80 98 FEET TO A POINT, THENCE S36°23'34"E AND CONTINUING ALONG THE SOUTH
LINE OF SAID LOT 10 A DISTANCE OF 475.00 FEET TO A POINT, THENCE S53°36'26"W A

and Settings\acobb\Local Settings\Temporary Internet Files\OLK3\PDES-
REHAB.docx
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EXHIBIT A - CONTINUED

DISTANCE OF 357 61 FEET TO A POINT; THENCE S$14°10'38"W A DISTANCE OF 150.56
FEET TO THE POINT OF BEGINNING AND CONTAINING 267,901 SQUARE FEET OR 6 150

ACRES

and Settings\acobb\Local Settings\Temporary Internet Files\OLK3\PDES-
REHAB.docx
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CONDITIONAL AGREEMENT FOR SALE AND PURCHASE OF REAL PROPERTY

THIS AGREEMENT s entered into as of this 18th day of Amil, 2011, by and between
WMT GERMANTOWN HOLDING, LLC referred to as ("SELLER"), and
JAMES C RAINER IV, TRUSTEE, or his assigns, referred to as (‘BUYER™).

WHEREAS, Seller desires to sell and Buyer desires to buy the real estate herein
described if all conditions set forth herein are satisfied or walved;

NOW, THEREFORE, in consideration of the mutual promises herein contained and other
good and valuable consideration, the parties hereto agree s follows:

1. The Buyer agrees to buy and Seller agrees to sell, upon the terms, provisions and
conditions herein contained, the resl property described on Exhibit A attached hereto and located
in Shelby County, Teanesses, together with all buildings, improvemeats, appurtenances,
casements and hereditaments thereto belonging referred to as the "Property” .

2. The price for the purchase and sale of the Property is One Million Seven Hundred Fifty
Thousand Dollars ($1,750,000). Buyer agress to pay the purchase prioe by cashier's or certified
check, or by wire transfer of immediately available federal funds to a financial institution and
account designated by Seller, with Buyer's funds being placed on the wire prior 10 2:00 p.m. on
the Closing Date (as hereinafier defined) .

3. Within three business days of execution of this Agreement by both parties bereto, the
Buyer shall deposit with the Title Company (hereafter defined) the sum of One Hundred
Thousend Dollars ($100,000) as camest money subject to the terms and conditions hereinafter
set forth (the "Earnest Money"). Buyer shall be given credit for the Eamest Money at the closing.

4. Buyer, st its expense, shall obtain within thirty (30) days after the execution of this
, & commitment 1o issue an Owner's title policy in the amount of the purchase price

("Commitment") from Chicago Title Insurance Company (the “Title Company*). During the
thirty (30) days, Buyer shall have the right to examine the Commitment wnd copies of all
exceptions referred to therein, including all easements, encumbrances and restrictions. No later
than the end of the thirty (30) days, Buyer shall notify Seller in writing of Buyer's approval of
any exceptions shown in the Commitment which approval shall be determined by Buyer in its
sole subjective and unconditional discretion. Those exceptions which Buyer approves, as well as
real sstate taxes (but not special assessments or taxes) for the year of closing which are not yet
due shall be "Permitted Exceptions”. Buyer shall notify Seller in writing by the end of the thirty
(30) days of any exceptions it disapproves, and Seller shall have fifteen (15) days within which
t0 eliminate any disapproved exceptions except with respect to liens for borrowed moaey and
delinquent real estate taxes. Seller may discharge exceptions with respect to liens for borrowed
money and delinquent res] estate taxes out of the purchase price received at the closing as long
as discharging such liens in this manner will not impair Seller's ability to convey marketable title
to Buyer at the closing. If Seller is unable or unwilling to sliminate any disapproved exception
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on or before the fifteen (15) day period or st the closing, whichever is applicable, Buyer, at its
option, may waive such exceptions and proceed with olosing or terminate this Agreement in
which case the Eamest Money shall be returned 10 the Buyer and this Agreement shall be null
and void.

S. Por a period to expire on August 5*, 2011 (the “Investigstion Period™), Buyer shall
have the right to enter the Property in order to perform s survey of the Proparty and to conduct
such tests, inspections and examinations of the Property as Buyer deems necessary with such
tests and examinations to be at Buyer's sole cost. Buyer may, in its sole subjective and
unconditional discretion, disspprove of the Property at any time during the [nvestigation Period.
In the event that Buyer delivers to Seller, on or before the end of the Investigation Perlod, written
notice that the Proparty |s not sccaptable to Buyer, then this Agreement shall be deemed null and
void and the Barnest Money shall be promptly refunded to the Buyer, and neither party shall
have any forther obligations with respect to this Agreement; provided, however, that Buyer shall
pay to Seller the sum of Ona Hundred Dollars ($100) in consideration of Scller’s agreement
herein contained. If, on or before the end of the Investigation Period, Buyer (a) determines that
the Property is acceptable to Buyer or (b) fails to provide to the Seller written notice that the
Property is not acceptable to Buyer, the Eamest Money shall be non-refundable except in the
case of (i) the Seller's default hereunder, or (ii) the Seller's Inability or unwillingness to eliminate
disapproved exceptions in accordance with Section 4, or (iii) the failure of eny other condition
precedent to close,

6. Buyer's obligation to cloee on the purchase of the Property is further conditioned upon
approval by Buyer'a Trustor's Board of Directors prior to the end of the Investigation Period.

7. The time of closing shall be within thirty (30) days after the end of the Investigation
Peciod (the "Closing Date™).

8. At closing, Seller will cause the Property to be conveyed to the Buyer by Warranty
Deed subject only to the Permitted Exceptions. Seller shall deliver possession of the Property to
Buyer at the tims of closing.

9, a) At closing, Seller shall pay for the title search and for the proper release of all liens
and encumbrances on the Proparty with the exception of the Pormitted Bxceptions. Seller shall
also pay the real estate brokerage commission equal to three percent (3%) of the price to Grubb
and Ellis Memphis at closing and Seller’s attomey's fees. The Buyer thall pay the transfer tax
and recording costs of the deed, its attorney's fees, the premium for the title policy, the costs of
its due diligence, and any expeascs associated with a loan obtained to purchase the Property. Al
real estate and personal property taxes for the current year shall be prorated betweea Buyer and
Seller.

b) Real Estate taxes and assessments, shall be prorated as of 11:59 PM the day
immediately preceding the Closing Date.

10. All notices required or permitted hereunder, shall be in writing and shall be served on
the parties at the following addresses:
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If to Buyer: James C Rainer [V, Trustee
Qrubb-Ellis Memphis
555 Perkins Bxt Ste 410
Memphis, TN 38117

If to Seller: WMT Germantown Holding LLC
871 Ridgeway Loop Road, Suite 107
Memphis, TN 38120
Attn: John B Walker

Notices shall be either (i) personally delivered to the addresses set forth above, in which case
they shall be deemed delivered on the date of delivery to said address, (ii) sent by registered or
certified mail, return receipt requested, in which case they shall be deemed delivered three (3)
business days after deposit in the U.S, mail, or (iii) sent by overnight courier in which case
delivery shall be deemed as shown on the courier’s recards.

11. Time is of the essence of this Agreement.

12. This Agreement shall be govemed by and enforced in accordance with the laws of the
State of Tennessee. Any provision of this Agrcement which (s unenforcesble or invalid or the
inclusion of which would affect the validity, legality, or enforcement of this Agreement shall be
of no effect, but all the remaining provisions of this Agreement shall remain In full force will the
first and effect.

13. This Agreement contains the entire agreement of the parties and no representations,
warranties or agreements have been mads by either of the parties except as set forth in this
Agreemest, No modification, walver or amendment of the provisions of this Agreement shall be
effective unless made in writing and signed by the parties hereto.

14, This Agreement shall inure to the benefit of and shall be binding upan the parties
hereto and their respective successors and assigns.

15. If this transaction is not consummated by reason of default by Seller hereunder, Buyer
shall be entitled to (n) affirm this Agreement and enforce its specific performance or (b) require
the immediate return of the Eamest Money sad-reeoves-full-damages-for-ite-breash. In the cvent
of default by Buyer, Seller shall be entitled to (2) affirm this Agreement and enforce its specific
performance, or (b) retain the Earnest Monsy as liquidated damages (the parties having
acknowiedged that Seller's damages in the event of a breach by Buyer are difficult to compute
and have agreed that the Earnest Money is a reasonable approximation of such damages), or{c)

ecousr-Sem-Buyer-full-dameges-for-ite-bressh-with-the-Eernest-Money-to-bo-sredited-againet-
demages-astuelly-sustsined. Should either party to this Agreement bring an action against the
other party 10 enforce any claim hereunder, the prevailing party shall be entitled to recover all
costs of ssid action and reasonable attomeys' fees. The term "prevalling party® as ysed herein

15



shall be defined as the party in whose favor a court shall rule or against whom no relief is
granted, providing such ruling becomes flal.

16. Seller covenants and agrees with Buyer that Seller will keep secret and confidential
the existence and terms of this Agreement, agrees to preserve and maintain all information
pestalning to this Agreement in striot confidence and agrees not to use, disclose or in any way
dissemipate any information about this Agrecment to any person or entity unless previously
authorized in writing by Buyer,

17. This offer shall expire April 20, 201! if not signed by Seller.

IN WITNESS WHEREOF, the parties have set their hands and seals on the date first above
written,

16



EXHIBIT "A"
Tax Parce! [D- G0220 00495

Lot 3 on the attached drawing
Legal description to be agreed upon by the parties and attached later.
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CONDITIONAL AGREEMENT FOR SALE AND PURCHASE OF REAL PROPERTY

THIS AGREEMENT is entered into as of this 18th day of April, 2011, by and between
MERCHANTS AND FARMER BANK referred to as ("SELLER"), and JAMES C RAINER 1V,
TRUSTEE, or his assigns, referred to as (‘BUYER").

WHEREAS, Seller desires to sell and Buyer desires to buy the real estate herein
described if all conditions set forth herein are satisfied or waived;

NOW, THEREFORE, in consideration of the mutual promises herein contained and other
good and valuable consideration, the parties hereto agree as follows:

1. The Buyer agrees to buy and Seller agrees to sell, upon the terms, provisions and
conditions berein contained, the real property described on Exhibit A attached hereto and located
in Shelby County, Tennessee, together with all buildings, improvements, appurtenances,
casements and hereditaments thereto belonging referred to as 'Hla "Property" .

1,700, 000 . € P e

2. The price for the purchase and sale of the Property is Esght-Hundred-Rifty-Theusand-
Dollers(6850,900). Buyer agrees to pay the purchase price by cashier's or certified cheok, or by
wire transfer of immediately available federal funds to a financial institution and account
designated by Seller, with Buyer's funds being placed on the wire prior to 2:00 p.m. on the
Closing Date (as hereinafter defined) .

3. Within three business days of execution of this Agreement by both parties hereto, the
Buyer shall deposit with the Title Company (hereafter defined) the sum of Fifty Thousand
Dollars ($50,000) a3 earnest money subject to the terms and conditions hereinafter set forth (the
"Bamnest Money"). Buyer shall be given credit for the Earnest Money at the closing.

4. Buyer, at its expense, shall obtain within a reagonable time after the execution of this
Agreement, 8 commitment to issue an Owner's title policy in the amount of the purchase price
("Commitment") from Chicago Title Insurance Company (the “Title Company”). During the
Investigation Perlod (as hereinafter defined), Buyer shall have the right to examine the
Commitment and copies of all exceptions referred to therein, including all easements,
encumbrances and restrictions. No later than the end of the Investigation Period, Buyer shall
notify Seller in writing of Buyet's approval of any exceptions shown in the Commitment which
approval shall be determined by Buyer in its sole subjective and unconditional discretion. Those
exceptions which Buyer approves, as well as seal estate taxes (but not special assessments or
taxes) for the year of closing which are not yet due shail be "Permitted Exceptions”. Buyer shall
notify Seller in writing by the end of the Investigation Pesiod of any exceptions it disapproves,
and Seller shall have fifteen (15) days within which to eliminate any disapproved exceptions
except with respect to liens for borrowed money and delinquent real estate taxes. Seller may
discharge exceptions with respect to liens for borrowed money snd delinquent real estate taxes
out of the purchase price received at the closing as long as discharging such liens in this manner
will not impair Seller’s ability to convey marketable title to Buyer at the closing. If Seller is
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unable or unwilling to eliminate any disapproved exception on or before the fifteen (15) day
petiod or at the closing, whichever is applicable, Buyer, at its option, may waive such cxceptions
and proceed with closing or terminate this Agreement in which case the Earnest Money shail be

returned to the Buyer and this Agreement Wbe null and void.

S. For a period to expire on M s™ 2011 (the "Investigation Period"), Buyer shall
have the right to enter the Property in order to perform a survey of the Property and to conduct
such tests, inspections end examinations of the Property as Buyer deems necessary with such
tests and examinations to be at Buyer's sole cost. Buyer may, in its sole subjective and
unconditional discretion, disapprove of the Property st any time during the Investigation Period.
In the event that Buyer delivers to Seller, on or before the end of the Investigation Pericd, written
notice that the Property s not acceptable to Buyer, then this Agreement shall be deemed oull and
void and the Eamest Money shall be promptly refunded to the Buyer, and neither party shall
have any further obligations with respect to this Agreement; provided, however, that Buyer sball
pay to Seller the sum of One Hundred Dollars ($100) in consideration of Seller's agreement
herein contained. If, on or before the end of the Investigation Period, Buyer (a) determines that
the Property is acceptable to Buyer or (b) fails to provide to the Seller written notice that the
Property is not acceptable to Buyer, the Earnest Money shall be non-refundable except in the
case of (i) the Seller's default hereunder, or (ii) the Seller's inability or unwillingness to eliminate
disapproved exceptions in accordance with Section 4, or (jii) the failure of any other condition

precedent to close.

6. Buyer’s abligation to close on the purchase of the Property is further conditioned upon
approval by Buyer’s Trustor’s Board of Directors prior to the end of the Investigation Period.

7. The time of closing shall be within thirty (30) days after the end of the Investigation
Period (the "Closing Date").

spevi]
8. At closing, Seller will cause the Property to be conveyed to the Buyer bﬁ‘;‘manty
Deed subject only to the Permitted Exceptions. Seller shall deliver possession of the Property to

Buyer at the time of closing.

9. 8) At closing, Seller shall pay for the title search and for the proper release of all liens
and encumbrances on the Property with the exception of the Permitted Exceptions. Seller shall
also pay the real estate brokerage commission equal to three percent (3%) of the price to Grubb
and Ellis Memphis at closing and Seller’s attomey’s fees. The Buyer sball pay the transfer tax
and recording costs of the decd, its attorney’s fees, the premium for the title policy, the costs of
its due diligence, and any expenses associated with a loan obtained to purchase the Propesty. All
real estate and personal property taxes for the current year shall be prorated between Buyer and

Seller.

b) Real Estate taxes and assessments, shall be prorated as of 11:59 PM the day
immediately preceding the Closing Date.

10. All notices required or permitted hereunder, shall be in writing and shall be served on
the parties at the following addresses:
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If to Buyer: James C Rainer 1V, Trustee
Grubb-Ellis Memphis
555 Perkins Ext Ste 410
Memphis, TN 38117

If to Seller: Merchants and Farmers Bank
134 W Washington St
Kosclusko, MS 39090
Attn:

Notices shall be either (i) personally delivered to the addresses set forth above, in which case
they shall be deemed delivered on the date of delivery to said address, (ii) sent by registered or
certified mail, return receipt requested, in which case they shall be deemed delivered three (3)
business days after deposit in the U.S. mail, or (iii) sent by overnight courier in which case
delivery shall be deemed as shown on the courier's records.

11, Time is of the essence of this Agreement.

12. This Agreement shall be governed by and enforced in accordance with the laws of the
State of Tennessee. Any provision of this Agreement which is unenforceable or invalid or the
inclusion of which would affect the validity, legality, or enforcement of this Agreement shall be
of 0o effect, but all the remaining provisions of this Agreement shall remain in full force will the

first and effect.

13. This Agreement contains the entire agreement of the parties and no representations,
warranties or agreements have been made by cither of the parties except as set forth in this
Agreement. No modification, waiver or amendment of the provisions of this Agreement shall be
effective unless made in writing and signed by the parties hereto.

14. This Agreement shall inure to the benefit of and shall be binding upon the parties
hereto and their respective successors and assigns.

15. If this transaction is not consummated by reason of default by Seller hereunder, Buyer
shall be entitled to (a) affism this Agreement and enforce its specific performance or (b) require
the imamediate return of the Eamest Money and recover full damages for its breach. In the event
of default by Buyer, Seller shall be entitled to (a) affirm this Agreement and enforce its specific
performance, or (b) retain the Earnest Money as liquidated damages (the partiés having
acknowledged that Seller’s damages in the event of a breach by Buyer are difficult to compute
and have agreed that the Eamest Money is 8 reasonable approximation of such damages), or (c)
recover from Buyer full damages for its breach with the Eamest Money ta be credited against
damages actually sustained. Should either party to this Agreement bring an action against the
other party to enforce any claim hereunder, the prevailing party shall be entitled to recover all
costs of said action and reasonable attorneys' fees. The term "prevailing party” as used hercin
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shall be defined as the paity in whose favor a court shall rule or against whom no relief is
granted, providing such ruling becomes final.

(ond ™ > o
16. Thigppffer shall expire April 30, 2011 if not signed by oRed ! and +iome 15

of- Hue essenrce- -

IN WITNESS WHEREQF, the parties have set their bands and seals on the date first above
written,

SELLER:

LLL Y, s
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Tom Laatherwoad, Sheiby County Register of Ceeds: Inelr. # 06175628

RXHLBIT “A”

AENG A SURVETY OF LOT 6 OF THE WOLY RIVER CENTER SUBCMSIONRE-SUBDIMBION CF LOT 2, PHASE 1, FNET ADOITION
AS RECORDED IN PLAT 00K 220, PAGE 47 AT T SMELEY COUNTY REQISTER'S OFFICK, LOCATED i GERMANTOWN,
SHELBY QUUNTY, TENNESSEE AND SEING MORE PARTICULARLY DERGRIBED AS FOLLOWS

smuwr'x‘mmmmumamrmwnm:wmtmmuq_mwr
*x* BEING THE SOUTHWEAT COANIR OF LOT 7 OF THIL BAID WOLF RIVIR CENTEA SUBDMBION RE-FUBDNISION OF LOT 2,
PHASE 1] PRBT ADDITION (PLAT BOOK 228, PAGE 47); THancE 675" 1028°E ALONS THE SOUTH LIKE Of SAIDLOTT A
regTaNGE OF 182,01 FEST TO A SEY PR NAIL AT THE SOLITHEAST CORNER OF BAD LOT T, THENGE N 1450 S5E ALONG
I8 EAST LINE OF SAID LOT 7 A DISTAMCE OF 241.60 FEST TO A BET IAON PIM AT THE NOATHEAST CORNER OF BAID LOT
r.umwnummmmwmﬂammmrmm!.mmwum
CENTERABRECCADEDINPLAT DOOK 147, PAGE 5 AT RMD ARMSTENS OFFICE, THENCE 840'32'157E ALONO THE BOUTH
Live OF BAD LOY 10 ADISTANCE OF 227,00 PEET TOA SET IO PIN; YHENCE B.36"23'34"E AMD CONTINUING ALONG THE
SOUTHLINE OF BAIDLOT 10 ADISTARCEOP 116.00 PEET 10 44T CORNERIONUMENT AT THENORTHWEST COANER OF THEl
WESTOO DEVELOPMENT MO, 33, LLG PROPERTY AB RECORDED M INS TRUMENT 04126807 AT BAD REISTEN'S OFFICE,
THEINCEBSS" I 5IW ALONG AWEST LINE OF THE SAI0WESTCO PROPERTYADISTANCECR 174,20 FERT TOA SET PR HAIL
ON A NOATH LINE OF LOT 3 OF THE BAID WOLP RIVER CENTER QUSONVIBION AB-SUBOMBION OF LOY 2, PHASE 1, PIRAT
ADDITION (PLAT SOCK 220, PAGH 47); THENCE NS9"35'0T"W ALONG A HORTH L 0 SAIDLOT 3 ADIETANCE OF 08,17
FEET TO A POMT, THENCE NTEDW25W AND CONTWIUING ALONG A NORTH LN OF SAID LOT 3 A DISTANCE OF 148.20
FEET TOAPOMT, THENCE N 14*50"38"E AND CONTINUING ALONG A HORTH LIRS OF SAXI LOT S ADBTANCEOF 12,00 PEET
TO A POINT, THENCE ANDCONTINLING ALONG A NORTHLINE OF 8ADLOT 3 A DISTANCE OF 168.74 FE&T TO
A SET P HAIL ON THIZBASTUINE OF BAID GEBRMANTOWN PARIWAY, THENCS N14"43'45"E ALONG THE BAST UINE OF BAI0
QEAMANTOVHPARNWAY A DISTANCEOF 34. D8 PEET 10 THE POIMT OF PEOINNAAKD CONTABNO B4, 773 SQUARE PEET,

on 1.487 ACrES.
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CONDITIONAL AGREEMENT FOR SALE AND PURCHASE OF REAL PROPERTY

THIS AGREEMENT is entered into as of this | 8th day of April, 2011, by and between
WESTCO DEVELOPMENT #33, LLC referred to as ("SELLER"), and JAMES C RAINER 1V,
TRUSTEE, or his assigns, referred to as (*“BUYER™),

WHEREAS, Seller desires to sell and Buyer desires to buy the real ¢state herein
described if all conditions set forth herein are satisfied or waived;

NOW, THEREFORE, in consideration of the mutual promises herein contained and other
good and valuable consideration, the parties hereto agree as follows:

1. The Buyer agrees to buy and Seller agrees to sell, upon the terms, provisions and
conditions herein contained, the real property described as 7910 Wolf River Blvd, Germantown,
TN and more particularly described on Exhibit A attached hereto and located in Shelby County,
Tennessee, together with all buildings, improvements, appurtenances, casements and
hereditaments thereto belonging referred to as the "Property®,

2. The price for the purchase and sale of the Property is Four Million Eight Hundred
Thousand Dollars ($4,800,000). Buyer agrees to pay the purchase price by cashier’s or certified
check, or by wire transfer of immediately available federal funds to a financial institution and
account designated by Seller, with Buyer's funds being placed on the wire prior to 2:00 p.m. on
the Closing Date (as hereinafter defined) .

3. Within three business days of execution of this Agreement by both parties hereto, the
Buyer shall deposil with the Title Company (hereafter defined) the sum of One Hundred
Thousand Dollars ($100,000) as eamest money subject to the terms and conditions hereinafter
set forth (the "Earnest Money”). Buyer shall be given credit for the Earnest Money at the closing.

4. Buyer, at its expense, shall obtain (and provide Seller full and complete copies) within
a reasonable time after the execution of this Agreement, a commitment to issue an Owner’s title
policy in the amount of the purchase price ("Commitment") from Chicago Title Insurance
Company (the “Title Company™). During the Investigation Period (as hereinafter defined),
Buyer shall have the right to examine the Commitment and coples of all exceptions referred to
therein, including all easements, encumbrances and restrictions. No later than the end of the
Investigation Period, Buyer shall notify Seller in writing of Buyer's approval of any exceptions
shown in the Commitment which approval shall be determined by Buyer in its sole subjective
and unconditional discretion. Those exceptions which Buyer approves, as well as real estate
taxes (but not special assessments or taxes) for the yeer of closing which are not yet due shall be
"Permitted Exceptions”. Buyer shall notify Seller in writing by the end of the Investigation
Period of any exceptions it disapproves, and Seller shall have fifteen (15) days within which to
eliminate any disapproved exceptions (with no obligation to spend any money) except with
respect to liens for borrowed money and delinquent real estate taxes. Seller may discharge
exceptions with respect to liens for borrowed money and delinquent real estate taxes out of the
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purchase price received at the closing as long as discharging such liens in this manner will not
impair Seller's ability to convey marketable title to Buyer at the closing. If Seller is unable or
unwilling to eliminate any disapproved exception on or before the fifteen (15) day period or at
the closing, whichever is applicable, Buyer, at its option, may waive such exceptions and
proceed with closing or terminate this Agreement in which case the Earnest Money shall be
returned to the Buyer and this Agreement shall be null and void.

5. For a period to expire on August 5™ 2011 (the “"Investigation Period"), Buyer shall
have the right to enter the Property in order to perform a survey of the Property (a copy of which
shall be provided to Seller upon completion) and to conduct such tests, inspections and
examinations of the Property as Buyer deems necessary with such tests and examinations to be at
Buyer's sole cost. Buyer may, in its sole subjective and unconditional discretion, disapprove of
the Property at any time during the Investigation Period. In the event that Buyer delivers to
Seller, on or before the end of the Investigation Period, written notice that the Property is not
acceptable to Buyer, then this Agreement shall be deemed null and void and the Earnest Money
shall be promptly refunded to the Buyer, and neither party shall have any further obligations with
respect lo this Agreement; provided, however, that Buyer shall pay to Seller the sum of One
Hundred Dollars ($100) in consideration of Seller’s agreement herein contained and provide to
Seller copies of all third-party reports, tests, inspections and/or examinations of the Property
obtained by Buyer during the Investigation Period. If, on or before the end of the Investigation
Period, Buyer (a) determines that the Property is acceptable to Buyer or (b) fails to provide to the
Seller writlen notice that the Property is not acceptable to Buyer, the Eamest Money shall be
non-refundable except in the case of (1) the Seller's default hereunder, or (ii) the Seller's inability
or unwillingness to eliminate disapproved exceptions in accordance with Section 4, or (iii) the
failure of any other condition precedent to close.

6. Buyer's obligation to close on the purchase of the Property is further conditioned upon
approval by Buyer's Trustor’s Board of Directors prior to the end of the Investigation Period.

7. The time of closing shall be within thirty (30) days after the end of the Investigation
Period (the "Closing Date").

8. At closing, Seller will cause the Property to be conveyed to the Buyer by Special
Warranty Deed subject only to the Permitted Exceptions. Seller shall deliver possession of the
Property to Buyer at the time of closing.

9. a) At closing, Seller shall pay for the title search and for the proper release of all liens
and encumbrances on the Property with the exception of the Permitted Exceptions. Sellcr shall
also pay the real estate brokerage commission equal to three percent (3%) of the price to Grubb
and Ellis Memphis at closing and Seller’s attomey's fees. The Buyer shall pay the transfer tax
and recording costs of the deed, its attorney's fees, the premium for the title policy, the costs of
its due diligence, and any expenses associated with a loan obtained to purchase the Property. All
real estate and personal property taxes for the current year shall be prorated between Buyer and
Seller.
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b) Real Estate taxes and asscssments, shall be prorated as of 11:59 PM the day
immediately preceding the Closing Date.

10. All notices required or permitted hereunder, shall be in writing and shall be served on
the parties at the following addresses:
If to Buyer: James C Rainer [V, Trustee
Grubb-Ellis Memphis
555 Perkins Ext Ste 410
Memphis, TN 38117

If to Seller: Westco Development #33, LLC
c/o Weston Companies
PO Box 17847
Memphis, TN 38187
Attn: Mike Caldwell

Notices shall be either (1) personally delivered to the addresses set forth above, in which case
they shall be deemed delivered on the date of delivery to said address, (ii) sent by registered or
certified mail, return receipt requested, in which case they shall be deemed delivercd threc (3)
business days after deposit in the U.S. mail, or (iii) sent by overnight courier in which case
delivery shall be deemed as shown on the courier’s records,

11. Time is of the essence of this Agreement.

12. This Agreement shall be govemned by and enforced in accordance with the laws of the
State of Tennessee. Any provision of this Agreement which is unenforceable or invalid or the
inclusion of which would affect the validity, legality, or enforcement of this Agrecment shall be
of no effect, but all the remaining provisions of this Agreement shall remain in full force will the
first and effect.

13. This Agreement contains the entire agreement of the parties and no representations,
warTanties or agreements have been made by either of the parties except as set forth in this
Agreement. No modification, waiver or amendment of the provisions of this Agreement shall be
cffective unlcss made in writing and signed by the parties hereto.

14. This Agreement shall inure to the benefit of and shall be binding upon the parties
hereto and their respective successors and assigns,

15. If this transaction is not consummated by reason of default by Seller hereunder, Buyer
shall be entitled to (a) affirm this Agreement and enforce its specific performance or (b) require
the immediate return of the Earnest Money and recover full damages for its breach. In the event
of default by Buyer, Seller shall be entitled to (a) affirm this Agreement and enforce its specific
performance, or (b) retain the Eamest Money as liquidated damages (the parties having
acknowledged that Seller's damages in the event of a breach by Buyer are difficult to compute
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and have agreed that the Earnest Money is a reasonable approximation of such damages), or (c)
recover from Buyer full damages for its breach with the Earnest Money to be credited against
damages actually sustained. Should cither party to this Agreement bring an action against the
other party to enforce any claim hereunder, the prevailing party shall be entitled to recover all
costs of said action and reasonable attorneys' fees. The term "prevailing party” as used herein
shall be defined as the party in whose favor a court shall rule or against whom no relief is
granted, providing such ruling becomes final.

16. Prior to the Closing Date or the termination of this Agreement, Seller covenants and
agrees with Buyer that Seller will keep secret and confidential the existence and terms of this
Agreement, agrees to preserve and maintain all information pertaining to this Agreement in strict
confidence and agrees not to use, disclose or in any way disseminate any information about this
Agresment to any person or entity (excluding Seller’s affiliates, attomeys, lenders, accountants
or advisors or as otherwise may be required by law) unless previously authorized in writing by
Buyer.

17. This offer shall expire April 20, 2011 if not signed by Seller.

IN WITNESS WHEREOF, the parties have set their hands and seals on the date first above
written.

SWidkca Otvelapmear#8s Lec.
B _rPopppt

U™ Aresident
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Tom L seinervood, Sheiby County Register of Deads: Instr 8 04136807

EXHIBIT A
PROPERTY IN GERMANTOWN, SHELBY COUNTY, TENNESSEE:

BEING A SURVEY OF PART OF THE WMT GERMANTOWN, LLC PROPERTY AS RECORDED
IN INSTRUMENT 04014060, ALSO BEWNG PART OF LOT 2 OF THE PROPERTY SHOWN ON
THE FINAL PLAT FOR PHASE |, FIRST ADOITION OF THE WOLF RIVER CENTER AS
RECOROED IN PLAT BOOK 147, PAGE 82, BOTH OF RECORD IN THE SHELBY COUNTY
REGISTER'S OFFICE, LOCATED IN GERMANTOWN, SHELBY COUNTY, TENNESSEE AND
BEING MORE PARTICULARLY DESCRIBED A8 FOLLOWS:

BEGINNING AT A POINT ON THE NORTH LINE OF WOLF RIVER BOULEVARD (108,00 FOOT
RIGHT-OF-WAY), SAID POINT BEING 878°46'22°E A DISTANCE OF 548.46 FEET FROM THE
INTERSECTION OF THE NORTH LINE OF SAID WOLF RIVER BOULEVARD WITH THE EAST
LINE OF GERMANTOWN ROAD (RIGHT-OF-WAY VARIES); THENCE N14°10°S8°E A
OtSTANCE OF 216.00 FEET TO A POINT; THENCE N38°2334'W A DISTANCE OF 120.00
FEET TO A POINT, THENCE N14°4206°K A DISTANCE OF 378.36 TO A POINT; THENCE
NS9°39'67°W A DISTANCE OF 84.80 FEET TO A POINT; THENCE N63'38'3S°E A DISTANCE
OF 188.42 FEET TO A POINT ON THE BOUTH LOT OF LOT 10 THE WOLF RIVER CENTER
PHABE |, FIRET ADDITION (PLAT BOOK 147, PAGE 52), SAID LOT 10 BELONGING TO THE
CITY OF GERMANTOWN AS RECORDED IN INSTRUMENTS FW-3076 AND JG-8620 AT SAID
REGISTER'S OFFICE: THENCE 838°23°M°E ALONG THE SOUTH UINE OF SAID LOT 10 A
DISTANCE OF 568.00 FEET TO A POUND IRON PiN; THENCE 822°40°36°€ AND CONTINUING
ALONG THE SOUTH LINE OF SAID LOT 10 A DIBTANCE OF 270.78 FEET TO A FOUND IRON
PIN AT THE NORTHWEST CORNER OF LOT 9 OF THE WOLF RIVER CENTER PHASE |,

RIVER RETAR CENTER, LLC AS RECORDED IN INSTRUMENT HT-8037 AT SAID
REGISTER'S OFFICE; THENCE 847°08°04"W ALONG THE WEST LINE OF SAJD LOT 9 A
OISTANCE OF 337.07 FEET TO A POINT ON THE NORTH LINE OF 8AID WOLF RIVER
BOULEVARD; THENCE ALONG THE NORTH LINE OF 8AID WOLF RIVER BOULEVARD
ALONG A 1463.00 FOOT RADIUS CURVE TO THE LEFT AN ARC DISTANCE OF 296,68 FEET
{CHORO NT1°1019°W 235.72 FEGT) TO THE POINT OF TANGENCY; THENCE N75°49'22°W
ANU CONTINUING ALONG THE NORTH LINE OF SAID WOLF RIVER BOULEVARD A
DISTANCE OF 12279 FEET TO THE POINT OF BEGINNING ANO CONTAINING 338,858
SQUARE FEET, OR 7.774 ACRES,

BEING PART OF THAT REAL ESTATE CONVEYED BY WAL-MART REALTY COMPANY TO
WMT GERMANTOWN, LLC BY SPECIAL WARRANTY DEED OF RECORD A8 DOCUMENT
04014080 IN THE REGISTER'S OF FCIE OF SHELBY COUNTY, TENNESSEE.

RN SEARSANORAWMT-DUIBITADOC
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Plot Plan

Section B, III, A (1)
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Floor Plan

Section B, IV
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Service Area Map

Section C, 3
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CMS 60% Rule

Section C, Need 6
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Architect Letter

Economic Feasibility 1

43



Earl Swensson Associates, Inc. Architecture
richard |. miller, architect

October 26, 2012

Ms. Melanie Hill

Executive Director

State of Tennessee

Health Services and Development Agency
500 Deaderick Street, Suite 850
Nashville, TN 37243

RE: GERMANTOWN REHABILITATION HOSPITAL
BAPTIST MEMORIAL HOSPITAL/CENTERRE HEALTHCARE
GERMANTOWN, TN
ESa PROJECT NO. 12161.00

Dear Ms. Hill:

This letter will affirm that, to the best of our knowledge, the design intended for the construction
of the referenced facility will be in accordance with the following primary codes and standards
as listed in the Rules of Tennessee Department of Health Board for Licensing Heaith Care
Facilities - Standards for Hospitals - Chapter 1200-8-1-.08:

= Current edition of FGI Guidelines for the Design and Construction of Healthcare,
Facilities.

= Current edition of Rules of Tennessee Department of Health and Environment Board for

Licensing Healthcare Facilities.

Current edition of the Standard Building Code.

Current edition of the Standard Mechanical Code.

Current edition of the Standard Plumbing Code.

Current edition of the Standard Gas Code.

Current edition of the National Fire Protection Code (NFPA 101).

Current edition of the National Electrical Code.

Current edition of the American’s with Disabilities Act (ADA).

Current edition of the North Carolina Handicap Code.

Current edition of the US Public Health Service Code.

This listing may not be entirely inclusive, but the intent is for all applicable codes and standards,
State or Local, to be addressed during the design process.

Best Regards,
EARL SWENSSON ASSOCIATES, INC.

" -

Matthew A. Manning, AIA, NCARB, EDAC
Senior Project Manager

Architecture | Interior Architecture | Master Planning | Space Planning
2100 West End Avenue, Sulte 1200 Vanderbiit Plaza Nashville, Tennessee 37203 615-329-9445 816-328-0046 FAX www.esarch.cond4



October 24, 2012

Ms. Melanie Hill

Executive Director

State of Tennessee

Health Services and Development Agency
500 Deaderick Street, Suite 850
Nashville, TN 37243

RE: Germantown Rehabilitation Hospital
Baptist Memorial Hospital/Centerre Healthcare
Germantown, TN
ESa Project No. 12161.00

Dear Ms. Hill:

This letter will denote that ESa has reviewed the site preparation and construction costs
indicated as $883,932 and $14,539,872 for the referenced project and find the costs to be
reasonable for the described scope of work. The construction costs have considered recent
market conditions and inflation projections. We have also estimated Architectural and
Engineering Fees of $905,851 for the project.

Best Regards,

Earl Swensson Assoc., Inc.

Matthew A. Manning, AlA, NCARB, EDAC
Senior Project Manager
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Chief Financial Officer Letter
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5250 VIRA.NIA WaY
SUITE 240

BRENT\.JOD, TN 37027
OFFICE: 61 5-846-9500
F.x: 61S-246-3585
WwWY. CENTER'EHC C 1M

October 24, 2012

Melanie M. Hill, Executive Director

Tennessee Health Services and Development Agency
Andrew Jackson State Office Building, Suite 850

500 Deaderick Street

Nashville, TN 37243

RE: Relocating 49 inpatient rehabilitation beds Baptist Rehabilitation Hospital —
Germantown

Dear Ms. Hill:

As the Chief Financial Officer of Centerre Healthcare, | have reviewed the financial statements
and requirements in the certificate of need application. The proposed hospital is a joint venture
between Baptist Memorial and Centerre Healthcare. Baptist Memarial will be 55% owners and
their contribution to the joint venture will be their existing inpatient rehabilitation business.
Centerre Healthcare will be 45% owners and their contribution to the joint venture will be
$7.04M in cash to fund operations (working capital and equipment). This was determined by an
independent third party valuation firm.

Financial statements have been provided for Centerre Healthcare that accurately reflect the
operations as audited by Lattimore Black Morgan & Cain (LBMC). Centerre Healthcare has the
available resources to fund the proposed new 49-bed inpatient rehabilitation hospital.

Additional statements for Centerre Healthcare that reflects the available resources can be
provided if necessary.

Please contact me if you need additional information.

Sincerely,

A

David Canniff
Chief Financial Officer
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Developer Document
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Diikereairy

December 12, 2012

Mr. Jason Little

Vice President

Baptist Memorial Health Services, Inc.
350 North Humphreys

Memphis, Tennessee 38210

RE: Proposed Development of Medical Office Building to be located in Memphis, Tennessee (the
“Building”)

Dear Jason:

The purpose of this Letter of Intent is to confirm the interest of Duke Realty Limited Partnership or one of
its affiliates (“Duke Realty™) to develop and construct the Building for the use and benefit of Baptist
Memorial Rehabilitation Hospital, G.P., a Delaware general partnership (“BMRH”) consistent with the
provisions of the term sheet attached hereto as Exhibit A (the “Term Sheet™).

While the terms and conditions set forth in the Term Sheet are good faith estimates by the parties in order
to facilitate the preparation and filing of a certificate of need application by BMRH, the Term Sheet does
not contain all of the critical terms of the proposed transaction and is subject to the conditions set forth
therein including, among other things, the execution and delivery of all agreements described therein, all
of which are subject to (i) the issuance by the Tennessee Health Services and Development Agency of a
certificate of need for a 49 bed rehabilitation hospital at the location set forth in the Term Sheet, and
(ii) approval by Duke Realty’s Investment Committee.

Should you have any questions or concerns regarding this matter, please do not hesitate to call. We look
forward to working with you to finalize the terms of this transaction.

Sincerely,
/

! )

B 7y e
[
Deeni Taylor
Executive Vice President, Healthcare

ACKNOWLEDGED AND AGREED
TO THIS DAY OF DECEMBER, 2012

BAPTIST MEMORIAL REHABILITATION HOPITAL, G.P., a Delaware general partnership

By:(/)b*ﬁﬂ /irt’b&'

Name: son Lidtle
Title: \/i ce Pr Pl "u’.‘i o
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EXHIBIT A
Term Sheet

(see attached]
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| BUDGET AND LEASE TERM SHEET I

e

1. BUDGET AND LEASE TERM SHEET e

TERM SHEET
PROJECT: Development of a specialty hospital facility consisting of
a two-story, approximately 53,500 square-foot structure
consisting of 49 beds.
LANDLORD: Duke Realty Development, LLC (to be formed)
TENANT(S): Joint Ventute of Baptist and Centerre (“Joint Venture™)
DEVELOPER: Duke Realty
ARCHITECT(S): Duke Realty understands the project design will be completed
by an architectural firm approved by the Joint Veature.
CONTRACTOR: Duke Realty understands the project construction will
be completed by a general contractor approved by the
Joint Venture.
PRELIMINARY
LEASE TERMS/RSF:
LEASE TERMS Jv
Rent Factor (Yield): 785%
Annual Net Rent Escalation: 2.25%
Total Development Budget: $19,984,861
NNN Rent: $29.32
Initial Lease Term: 15 years
FEES
Development Fee: 3%
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RENEWAL OPTIONS: Tenant shall be entitled to three 10-year lease renewals.

SCHEDULE:

SPACE LEASE
GUARANTOR:

PURCHASE

OPTION TERM:

Toml'dcvelopment time will not exceed eleven (11) months
from the commencement of construction, pursuant to
an executed space Lease. Immediately upon engagement,
Duke Realty will update the detailed development schedule,
including all milestones to be met by all parties, in order for
the schedule to be maintained.

Both Baptist and Centerre as Joint Venture tenants will be
responsible for their prorata share of the Lease. The Space
Lease will provide a guaranty termination provision whereby
prorata guaranties terminate if Tenant’s EBITDAR exceeds
two (2) times the monthly rent for the defined “Test Period”
of previous four (4) consecutive quarters.

On the seventh (7th) anniversary of the substantial
completion of the leased premises, the joint venture shall
have the option to purchase the land and improvements (or
assume the Ground Lease, if applicable) for a price equal
to the greater of (i) either (A) the total initial cost of the
land and improvements plus or inclusive of, as applicable,
the unamortized cost of any capital expenditures and the
unamortized cost of tenant improvements in tenant space
or (B) in the event the improvements shall have been sold
in the interim, the purchase price paid by the most recent
purchaser plus the costs of any unamortized subsequent
tenant improvements in tenant space or capital expenditures;
(ii) the then-appraised value of the land and improvements
(with such appraisals to assume continued occupancy by the
Joint Venture under its lease for 100% of the space within
the rehabilitation hospital under the same lease terms); and
(itf) the sum of all capital contributions made by members
of the owner of the land (or ground lessee, as the case may
be) plus the outstanding balance of any leasehold mortgage,
including any prepayment penalties or yield maintenance.

1 BUDGET AND LEASE TERM SHEET I
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SITE CONTROL:

RENT
COMMENCEMENT:;

NON-BINDING:

Diike

REALTY

Duke Realty will enter into a purchase and sale agreement
with Baptist and subsequently acquire from Baptist
approximately six (6) acres of the thirteen (13) total acres on
the proposed site (the “Property”). The Property must be
adequately sized to provide parking for the Project per local
code. A §$3,000,000 line item has been included in the budget
sheet to account for this fee simple land acquisition.

Rent Commencement shall occur thirty (30) days after
substantial completion of the Leased Premises, which is
currently anticipated to be approximately eleven (11) months
from the date of commencement of construction.

Nothing contained herein shall be binding on either
party unless and until appropriate Lease documents are
fully negotiated, executed, and exchanged by the parties.
The terms set forth in this Term Sheet shall be effective
so long as this Term Sheet is executed on or before
March 31, 2013.

! BUDGET AND LEASE TERM SHEET !
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Centerre Healthcare Corporation

Consolidated Financial Statements
Years Ended December 31, 2011 and 2010

(With Independent Auditors’ Report Thereon)

LarTiMoRrE Brack Morcan & CaAIN, PC

CERTIFIED PUBLIC ACCOUNTANTS AND BUSINESS ADVISORS
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" LatTiMORE Brack Morcan & CAIN, pC

CERTIFIED PUBLIC ACCOUNTANTS AND BUSINESS ADVISORS

Independent Auditors’ Report

To the Board of Directors and Shareholders of
Centerre Healthcare Corporation

We have audited the accompanying consolidated balance sheets of Centerre Healthcare
Corporation and Subsidiaries (collectively, the "Corporation") as of December 31, 2011 and 2010
and the related consolidated statements of operations, shareholders’ equity, and cash flows for the
years then ended. These consolidated financial statements are the responsibility of the
Corporation’s management. Our responsibility is to express an opinion on these consolidated
financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audits to obtain
reasonable assurance about whether the consolidated financial statements are free of material
misstatement. An audit includes consideration of internal control over financial reporting as a basis
for designing audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Corporation’s internal control over financial
reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test
basis, evidence supporting the amounts and disclosures in the consolidated financial statements,
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall consolidated financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Centerre Healthcare Corporation and Subsidiaries as of
December 31, 2011 and 2010, and the results of their operations and their cash flows for the years
then ended in conformity with accounting principles generally accepted in the United States of
America.

(Al amea. B Plog~+ Gz, Pc,
Brentwood, Tennessee
April 27, 2012



Centerre Healthcare Corporation

Consolidated Balance Sheets

December 31, 2011 2010
Asseots
Current assets
Cash and cash equivalents $ 18,284,073 $ 12,893,203
Accounts receivable, net of allowance for doubtful accounts
of $894,772 and $647,720 in 2011 and 2010, respectively 7,532,975 6,028,487
Related party receivables 288,004 44,598
Inventories 376,414 325,901
Deferred income taxes 415,687 -
Prepaid expenses and other current assets 861,178 475,798
Total current assets 27,758,331 19,767,987
Property and equipment, net 5,095,538 3,526,373
Investments in joint ventures 5,638,873 5,720,124
Intangible assets 12,400,000 10,290,000
Deferred income taxes 10,871,461 -
Other assets 19,432 11,963
Total assets $ 61,783,635 $ 39,316,447
Liabilities and Shareholders’ Equity
Current liabilities
Accounts payable $ 1,304,849 $ 1,081,712
Accrued expenses 3,890,896 2,825,009
Notes payable, current portion 806,287 356,025
Revolving lines of credit 5,294,330 5,375,000
Other current liabilities 440,824 432,395
Total current liabilities 11,737,186 10,070,141
Notes payable, excluding current portion 1,281,184 624,000
Deferred rent and other long-term liabilities 2,568,378 1,972,041
Total liabilities 15,586,748 12,666,182

See accompanying notes to consolidated financial statements.



Centerre Healthcare Corporation

Consolidated Balance Sheets, Continued

Shareholders’ equity

Series C redeemable convertible preferred stock: $0.001 par value;
23,034,850 and 15,177,300 shares authorized; 23,029,287 and

15,177,285 shares issued and outstanding in 2011 and 2010, respectively 17,443,093 11,442,519
Series B redeemable convertible preferred stock: $0.001 par value;

47,710,560 shares authorized; 38,348,991 shares

issued and outstanding in 2011 and 2010, respectively 29,109,638 29,047,377
Series A/A-1 redeemable convertible preferred stock: $0.001 par value;

11,645,143 shares authorized; 10,434,373 shares

issued and outstanding in 2011 and 2010, respectively 8,814,724 8,812,390
Common stock: $0.001 par value; 95,504,666 shares authorized:;

3,932,755 and 3,826,505 shares issued and outstanding in 2011 and

2010, respectively 3,933 3,827
Stock warrants 380,896 242,604
Additional paid-in capital, common stock 2,007,187 1,974,313
Accumulated deficit (22,322,046) (34,252 ,497)

Centerre Healthcare Corporation shareholders' equity 35,437,425 17,270,533

Noncontrolling interests in subsidiaries 10,759,462 9,379,732

Total shareholders' equity 46,196,887 26,650,265

Total liabilities and shareholders' equity $ 61,783,635 $ 39,316,447

See accompanying notes to consolidated financial statements.



Centerre Healthcare Corporation

Consolidated Statements of Operations

Year Ended December 31, 2011 2010
Revenue
Net patient service revenue 51,100,435 42,221,214
Other revenue 2,491,285 1,666,612
Equity earnings from joint ventures 2,669,899 2,144,324
Total revenue 56,261,619 46,032,150
Operating expenses
Salaries, wages and employee benefits 32,796,174 25,945,836
Rent expense 6,382,628 5,145,011
Other operating expenses 6,298,390 5,060,679
Supplies and drugs 3,033,804 2,771,871
Outside services 2,734,441 2,427,973
Provision for (recovery of) bad debts 294,670 (10,000)
Depreciation and amortization 1,061,039 926,724
interest, net 358,177 327,615
Total expenses 52,959,323 42,595,709
Operating income before income taxes 3,302,296 3,436,441
Income tax benefit 11,216,119 -
Net income 14,518,415 3,436,441
Noncontrolling interests in net earnings of subsidiaries (2,508,410) (2,682,563)
Earnings from continuing operations 12,010,005 753,878
Income from discontinued operations - 4,952
Net income attributable to Centerre Healthcare Corporation 12,010,005 758,830

See accompanying notes to consolidated financial statements.
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Centerre Healthcare Corporation

Consolidated Statements of Cash Flows

Year Ended December 31, 2011 2010
Cash flows from operating activities
Net income $ 14,518,415 $ 3,436,441
Adjustments to reconcile operating income to net cash provided by
operating activities;
Equity earnings from joint ventures (2,669,899) (2,144,324)
Deferred income tax benefit (11,287,148) -
Depreciation and amortization 1,061,039 926,724
Common stock-based compensation 28,730 22,184
Amortization of line of credit discount 57,622 -
Provision for (recovery of) bad debts 294,670 (10,000)
Deferred rent 596,337 499,551
(Increase) decrease in operating assets:
Accounts receivable (1,799,158) 147,619
Related party receivables (243,406) 133,079
Inventories (50,513) (86,430)
Prepaid expenses and other current assets (385,380) 73,303
Other assets (7.469) 4,200
Increase (decrease) in operating ilabilities:
Accounts payable 223,137 (287,377)
Accrued expenses 1,065,887 83,459
Other current liabilitles 8,429 366,478
Net cash provided by continuing activities 1,411,293 3,164,907
Net cash provided by discontinued operations - 4,952
Net cash provided by operating activities 1,411,293 3,169,859
Cash flows from Investing actlvities
Purchases of property and equipment (2,630,204) (853,361)
Investments In joint ventures - (611,840)
Distributions from investments in joint ventures 2,751,150 2,284,660
Net cash provided by investing activities 120,946 819,459
Cash flows from financing activities
Proceeds from revolving lines of credit, net - 931,130
Proceeds from notes payable 1,660,411 377,787
Payments on notes payable (652,965) (1,123,421)
Proceeds from issuance of stock 6,000,054 -
Stock issuance costs (10,189) (420)
Contributions from noncontrolling interests in subsidiaries 337,592 121,500
Distributions to noncontrolling interests in subsidiaries (3,576,272) (1,920,473)
Net cash provided by (used in) financing activities 3,858,631 (1,613,897)
Net increase in cash and cash equivalents 5,390,870 2,375,421
Cash and cash equivalents at beginning of year 12,893,203 10,517,782
Cash and cash equivalents at end of year $ 18,284,073 $ 12,893,203
Supplemental schedule of noncash Investing and financing activities:
Capital lease agreement $ - $ 246,213
Conversion of line of credit to note payable $ - $ 614,908
Contribution of intangible asset $ 2,110,000 $ -
Issuance of detachable stock warrants $ 138,292 $ -
Supplemental cash flow information:
Cash paid for interest, net $ 322,138 $ 334,234

See accompanying notes to consolidated financial statements.



Centerre Healthcare Corporation

Notes to Consolidated Financial Statements

1. Corporation Centerre Healthcare Corporation (the “Corporation”) is a national
ownership and company dedicated to developing and operating rehabilitation
nature of business  hospitals in partnership with leading acute hospitals. The

Corporation was incorporated in the state of Delaware in 1999,

The Corporation has a partnership interest in and provides certain
management services for five rehabilitation hospitals: Lancaster
Rehabilitation Hospital, Mercy Rehabilitation Hospital — St Louis,
Methodist Rehabilitation Hospital, The Rehabilitation Hospital of
Wisconsin and Texas Rehabilitation Hospital of Fort Worth
(collectively the “Hospitals”). Lancaster Rehabilitation Hospital
and Mercy Rehabilitation Hospital — St. Louis opened in 2007.
Methodist Rehabilitation Hospital and The Rehabilitation Hospital
of Wisconsin opened in 2008. Texas Rehabilitation Hospital of
Fort Worth opened in 2011. Additionally, the Corporation plans to
open four additional hospitals during 2012 and 2013. Mercy
Rehabilitation Hospital — Oklahoma City and Beachwood
Rehabilitation Hospital are planned to open in 2012, and St.
Mary’s Rehabilitation Hospital and Community Health Network
Rehabilitation Hospital are planned to open in 2013.

2, Summary of The significant accounting policies followed by the Corporation
significant are described below and are in conformity with accounting
accounting policies principles generally accepted in the United States of America.

Fair value measurements — Fair value is a market-based
measurement, not an entity-specific measurement. Therefore, a
fair value measurement should be determined based on the
assumptions that market participants would use in pricing the asset
or liability. As a basis for considering market participant
assumptions in fair value measurements, fair value accounting
standards establish a fair value hierarchy that distinguishes
between market participant assumptions based on market data
obtained from sources independent of the reporting entity
including quoted market prices in active markets for identical
assets (Level 1), or significant other observable inputs (Level 2)
and the reporting entity’s own assumptions about market
participant assumptions (Level 3). The Corporation does not have
any fair value measurements using significant unobservable inputs
(Level 3) as of December 31, 2011 or 2010.




Centerre Healthcare Corporation

Notes to Consolidated Financial Statements
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Use of estimates - The preparation of consolidated financial
statements in conformity with generally accepted accounting
principles (“GAAP”) requires management to make estimates and
assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the
date of the consolidated financial statements and the reported
amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates.

Principles of consolidation - The consolidated financial statements
include the accounts of subsidiaries in which ownership is greater
than 50% of the voting interest. Investments in entities in which
the ownership percentage is between 20 - 50% of the voting
interests are accounted for using the equity method, which records
as income (loss) an ownership percentage of the reported income
(loss) of the entity. All significant intercompany accounts and
transactions have been eliminated in consolidation.

The Corporation owns a 50.50% interest in Mercy Rehabilitation
Hospital - St. Louis, LLC, formerly St. John’s Mercy
Rehabilitation Hospital, LLC, (“St. John’s”) which provides
rehabilitation services in St. Louis, Missouri. The investment is
accounted for by consolidation. The remaining 49.50%, which is
considered to be the noncontrolling interest, is owned by Mercy
Hospital — St Louis, formerly St. John’s Mercy Health System
(“MHSL”).

The Corporation owns a 51.00% interest in the Rehabilitation
Hospital of Wisconsin, LLC (“RHOW”) which provides
rehabilitation services in Waukesha, Wisconsin. The investment is
accounted for by consolidation. The remaining 49.00%, which is
considered to be the noncontrolling interest, is owned by
Waukesha Memorial Hospital, Inc (“WMH?”).

The Corporation owns a 70.00% interest in Texas Rehabilitation
Hospital of Fort Worth, LLC (“TRHFW?”), which provides
rehabilitation services in Fort Worth, Texas. The investment is
accounted for by consolidation. The remaining 30.00%, which is
considered to be the noncontrolling interest, is owned by Texas
Health Harris Methodist Fort Worth (“THHFW”).



Centerre Healthcare Corporation

Notes to Consolidated Financial Statements
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The Corporation owns a 50.50% interest in Mercy Rehabilitation
Hospital (“MRH”), which will provide rehabilitation services in
Oklahoma City, OK. The investment is accounted for by
consolidation. The remaining 49.50%, which is considered to be
the noncontrolling interest, is owned by Mercy Health Center
(“MHC”).

The Corporation owns a 55.00% interest in Beachwood
Rehabilitation Hospital, LLC (“Beachwood”), which will provide
rehabilitation services in Cleveland, OH. The investment is
accounted for by consolidation. The remaining 45.00%, which is
considered to be the noncontrolling interest, is owned by
University Hospitals Health System (“UHHS”).

The Corporation owns a 50.00% interest in Lancaster
Rehabilitation Hospital, LLP (“Lancaster”), which provides
rehabilitation services in Lancaster, Pennsylvania. The investment
is accounted for under the equity method. The remaining 50.00%
is owned by Lancaster General Hospital (“LGH”).

The Corporation owns a 31.00% interest in MHS-CHC I, LP
(“Methodist”), which provides rehabilitation services in Dallas,
Texas. The investment is accounted for under the equity method.
The remaining 69.00% is owned by Methodist Health System
(“MHS”).

The Corporation owns a 41.00% interest in St. Mary
Rehabilitation Hospital (“SMRH”), which will provide
rehabilitation services in Langhorne, PA. The investment is
accounted for under the equity method. The remaining 59.00% is
owned by St. Mary Medical Center (“SMMC”).

The Corporation owns a 49.00% interest in Community Health
Network Rehabilitation Hospital (“CRH™), which will provide
rehabilitation services in Indianapolis, IN. The investment is
accounted for under the equity method. The remaining 51.00% is
owned by Community Health Network, Inc. (“CHN”).



Centerre Healthcare Corporation

Notes to Consolidated Financial Statements
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Cash and cash equivalents - The Corporation considers all highly-
liquid investments with a maturity upon acquisition of three

months or less to be cash equivalents.

Allowance for doubtful accounts - Accounts receivable primarily
consist of amounts due from third-party payors and patients. The
Hospitals’ ability to collect outstanding receivables is critical to
the Corporation’s results of operations and cash flows. To provide
for accounts receivable that could become uncollectible in the
future, the Hospitals establish an allowance for doubtful accounts
to reduce the carrying value of such receivables to their estimated
net realizable value. The primary uncertainty of such allowances
lies with uninsured patient receivables and deductibles, co-
payments or other amounts due from individual patients.

The Hospitals have an established process to determine the
adequacy of the allowance for doubtful accounts that relies on a
number of analytical tools and benchmarks to arrive at a
reasonable allowance. No single statistic or measurement
determines the adequacy of the allowance for doubtful accounts.
Some of the analytical tools that the Hospitals utilize include, but
are not limited to, historical cash collection experience, revenue
trends by payor classification and revenue days in accounts
receivable. Individual patient accounts receivable are written off
after collection efforts have been followed in accordance with the
Hospitals’ policies.

Cost report settlements - Revenue under third-party payor
agreements is subject to audit and retroactive adjustment.

Provisions for estimated third-party payor settlements are provided
in the period the related services are rendered. Differences
between the estimated amounts accrued and interim and final
settlements are reported in operations in the year of settlement.
Adjustments relating to tentative or final settlements to estimated
reimbursement amounts resulted in an increase in net patient
service revenue of $202,526 and $149,491 for the years ended
December 31, 2011 and 2010. Cost report settlement balances are
included in other current liabilities in the accompanying
consolidated financial statements.

10
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Notes to Consolidated Financial Statements
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Inventories - Inventories are stated at the lower of cost (first-in,
first-out) or market and are comprised of purchased items. These
inventory items are primarily operating supplies used in the direct
or indirect treatment of patients.

Property and equipment - Property and equipment are recorded at
cost. Depreciation is recognized using the straight-line method

over the estimated useful lives of equipment which range from 3 to
12 years. Leasehold improvements are amortized over the shorter
of the estimated useful life or the respective lease term.

Expenditures for repairs, maintenance and minor renewals are
charged to income as incurred. Expenditures, including the cost of
parts and internal labor, which improve an asset or extend its
estimated useful life, are capitalized. When equipment is retired or
otherwise disposed of, the related cost and accumulated
depreciation or amortization are removed from the accounts and
any gain or loss is included in operations.

The carrying value of property and equipment is assessed for
recoverability by management based on analysis of future
undiscounted cash flows expected to result from the use and
expected disposition of the asset. An impairment loss is
recognized in income if the carrying amount of the asset is not
recoverable and exceeds its fair value. Management believes there
has been no impairment at December 31, 2011 or 2010.

Intangible assets - Intangible assets with indefinite lives are not
amortized but reviewed for impairment annually or more
frequently if certain indicators arise. Management believes there is
no impairment at December 31, 2011 or 2010.

Warrants — Warrants associated with a line of credit are recorded
as a discount, at fair value. The discount is amortized over the life
of the loan, which approximates the effective interest method. The
amortization is included in interest expense in the consolidated
financial statements.

11
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Notes to Consolidated Financial Statements
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Deferred rent ~ Certain of the Hospitals® facility leases provide for
escalating rent payments over the life of the lease. Generally
accepted accounting principles require that the rent expense be
recognized on a straight-line basis over the life of the lease, This
accounting results in a non-interest bearing liability that increases
during the early portion of the lease term, as the cash paid is less
than the expense recognized, and reverses by the end of the lease
term.

Net patient revenue - The Hospitals recognize revenues in the
period in which services are performed. Accounts receivable
primarily consist of amounts due from third-party payors and
patients. Amounts the Hospitals receive for treatment of patients
covered by governmental programs such as Medicare and
Medicaid and other third-party payors such as health maintenance
organizations, preferred provider organizations and other private
insurers are generally less than the Hospitals’ established billing
rates. Accordingly, the revenues and accounts receivable reported
in the consolidated financial statements are recorded at the net
amount expected to be received.

The Hospitals derive a significant portion of their revenues from
Medicare, Medicaid and other payors that receive discounts from
their established billing rates. The Hospitals estimate the total
amount of these discounts to prepare their financial statements.
The Medicare and Medicaid regulations and various managed care
contracts under which these discounts must be calculated are
complex and are subject to interpretation and adjustment. The
Hospitals estimate the allowance for contractual discounts on a
patient-specific basis given their interpretation of the applicable
regulations or contract terms. These interpretations sometimes
result in payments that differ from the Hospitals’ estimates.
Additionally, updated regulations and contract renegotiations
occur frequently, necessitating regular review and assessment of
the estimation process by management. Changes in estimates
related to the allowance for contractual discounts affect revenues
reported in the consolidated statements of operations.

12



Centerre Healthcare Corporation

Notes to Consolidated Financial Statements

Self-pay revenues are derived primarily from patients who do not
have any form of healthcare coverage. The revenues associated
with self-pay patients are generally reported at the Hospitals’ gross
charges. The Hospitals evaluate these patients, after the patient’s
medical condition is determined to be stable, for their ability to
pay based upon federal and state poverty guidelines, qualifications
for Medicaid or other governmental assistance programs, as well
as the Hospitals’ policy for charity/indigent care.

Charity care - The Hospitals provide care without charge to certain
patients who qualify under their charity care policies. For the years
ended December 31, 2011 and 2010, the Hospitals provided direct
and indirect costs of $291,824 and $110,915 in charity care,
respectively. The Hospitals do not report a charity care patient’s
charges in revenues or in the provision for doubtful accounts, as it
is the Hospitals’ policy not to pursue collection of amounts related
to services provided to these patients.

Noncontrolling interests - Consolidated net earnings (loss) is
reduced by the proportionate amount of earnings (loss) associated
with noncontrolling interests. Noncontrolling interests represent
the equity interest of third-parties in consolidated entities which
are not wholly-owned.

Income taxes - The Corporation accounts for taxes under the
liability method, whereby deferred tax assets and liabilities are
determined based on the difference between the financial
statement and tax bases of assets and liabilities using enacted tax
rates in effect for the year in which the differences are expected to
affect taxable income.

13
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Notes to Consolidated Financial Statements
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Under generally accepted accounting principles, a tax position is
recognized as a benefit only if it is “more likely than not” that the
tax position would be sustained in a tax examination, with a tax
examination being presumed to occur. The amount recognized is
the largest amount of tax benefit that is greater than 50% likely of
being realized on examination. For tax positions not meeting the
“more likely than not” test, no tax benefit is recorded. The
Corporation has no material uncertain tax positions that qualify for
either recognition or disclosure in the consolidated financial
statements,

As of December 31, 2011 and 2010, the Corporation has accrued
no interest and no penalties related to uncertain tax positions. It is
the Corporation's policy to recognize interest and/or penalties
related to income tax matters in income tax expense.

The Corporation files U.S. Federal income tax returns and state
returns under the states of Arizona, California, Delaware, Georgia,
Missouri, Oklahoma, Pennsylvania, Tennessee, Texas and
Wisconsin. The Corporation is currently open to audit under the
statute of limitations for years ended December 31, 2008 through
2011,

Stock-based compensation - The Corporation accounts for stock-
based compensation using the share-based payments method.
Accordingly, stock-based compensation cost is measured at the
grant date based on the value of the award and is recognized over
the service period, which is usually the vesting period.

Discontinued operations - The Corporation ceased operations in
two of its wholly-owned rehabilitation hospitals in 2007. The
income and expenses related to the closed hospitals are accounted
for as discontinued operations.

Adoption_of new accounting pronouncements — In September
2011, the Financial Accounting Standards Board (“FASB”) issued
accounting standards relating to goodwill and other intangibles.
This guidance allows an entity the option to first assess qualitative
factors to determine whether it is necessary to perform the two-
step quantitative impairment test prescribed by current accounting

14
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standards. Under that option, an entity would no longer be
required to calculate the fair value of a reporting unit unless the
entity determines, based on the qualitative assessment, that it is
more likely than not that its fair value is less than its carrying
amount. An entity can bypass the qualitative assessment for any
reporting unit in any period and proceed directly to the
quantitative impairment test, and then resume performing the
qualitative assessment in any subsequent period. These standards
are effective for annual and interim impairment tests performed for
fiscal years beginning after December 15, 2011 and early adoption
is permitted. The Corporation elected to adopt the new guidance
during 2011.

In August 2010, accounting standards relating to the presentation
of insurance claims and related insurance recoveries for health
care entities were amended to require the entity to recognize an
insurance receivable at the same time that it recognizes the
liability, measured on the same basis of the liability. These
amendments are effective for financial statements for fiscal years
beginning after December 15, 2010. Therefore the Corporation
adopted these standards at the beginning of 2011.

In August 2010, accounting standards relating to the disclosure of
charity care for health care entities were amended to require the
entity to measure charity care based on the direct and indirect costs
of providing the charity care. These amendments are effective for
financial statements for fiscal years beginning after December 15,
2010. Therefore the Corporation adopted these standards at the
beginning of 2011.

The impact of adopting these accounting standards was not
material to the consolidated financial statements.

New accounting pronouncements - In July 2011, the FASB issued

accounting standards that require changes in financial statement
presentation and enhanced disclosures by health care entities that
recognize significant amounts of patient service revenue at the
time services are rendered without taking account of patients'
ability to pay. These standards require health care entities to
change the presentation of their statement of operations by

15
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reclassifying the provision for bad debts associated with patient
service revenue from an operating expense to a deduction from
patient service revenue (net of contractual allowances and
discounts). Additionally, these entities will be required to provide
enhanced disclosure about their policies for recognizing revenue
and assessing bad debts as well as qualitative and quantitative
information about changes in the allowance for doubtful accounts.
These standards are effective for fiscal years ending after
December 15, 2012, and therefore the Corporation expects to
adopt these standards at the beginning of 2012. The Corporation
is currently assessing the impact of adopting these accounting
standards.

Events occurring after the reporting date — The Corporation has
evaluated events and transactions that occurred between December
31, 2011 and April 27, 2012, which is the date the consolidated
financial statements were available to be issued, for possible
recognition or disclosure in the consolidated financial statements.
See Note 15 for disclosure of subsequent events occurring after
December 31, 2011.

3. Credit risk and The Corporation and the Hospitals maintain cash and cash
other concentration equivalents on deposit at banks in excess of federally insured
amounts. The Corporation and the Hospitals have not experienced
any losses in such accounts and management believes the
Corporation and Hospitals are not exposed to any significant credit

risk related to cash and cash equivalents.

Beginning December 31, 2010, through December 31, 2012, all
noninterest-bearing transaction accounts are fully insured,
regardless of the balance of the account, at all FDIC-insured
institutions. The unlimited insurance coverage is available to all
depositors, including consumers, businesses, and government
entities. This unlimited insurance coverage is separate from, and in
addition to, the insurance coverage provided to a depositor’s other
deposit accounts held at an FDIC-insured institution.

During 2011 and 2010, approximately 64% and 62% of the

Hospitals’ revenues related to patients participating in Medicare
and Medicaid programs, respectively. Accounts receivable from

16
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Medicare and Medicaid accounted for approximately 58% and
53% of accounts receivable as of December 31, 2011 and 2010,
respectively. The Corporation’s management recognizes that
revenues and receivables from government agencies are significant
to the Hospitals’ operations, but it does not believe that there are
significant credit risks associated with these governmental
agencies. The Corporation’s management does not believe that
there are any other significant concentrations of revenues from any
particular payor that would subject the Hospitals to any significant
credit risks in the collection of their accounts receivable.

4. Property and Property and equipment consists of the following at December 31,
equipment 2011 and 2010:
2011 2010

Leasehold improvements $ 1,558,710 $§ 1,537,723
Hospital equipment 4,728,988 3,555,505
Data processing equipment 2,446,153 1,817,229
Construction in process 338,230 -

9,072,081 6,910,457

Less accumulated depreciation
and amortization (3,976,543) (3,384,084)

$ 5,095,538 § 3,526,373

The construction in progress balance as of December 31, 2011
represents costs in connection with the construction of a 22-bed
stroke unit at St. John’s, which is scheduled to open on July 1,
2012. Estimated costs to complete this unit amount to
approximately $3,600,000.

17
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5. Investments in joint Condensed financial data for each investment in joint venture for
ventures 2011 is as follows (amounts in thousands):

Lancaster ~ Methodist
(audited) (audited)
Condensed statements of operations
Net patient and other revenue $ 20,955 $§ 17,080
Total operating expenses 16,895 14,760
Net income 4,060 2,320

Condensed balance sheets

Current assets 6,143 3,969
Non-current assets 3,958 737
Total assets $ 10,101 $§ 4,706
Current liabilities $ 2,847 $ 908
Non-current liabilities 735 483
Partners’ capital 6,519 3,315

Total liabilities and partners’ capital $ 10,101 $ 4,706

Condensed financial data for each investment in joint venture for
2010 is as follows (amounts in thousands):

Lancaster =~ Methodist
(audited) (audited)
Condensed statements of operations
Net patient and other revenue § 19,047 § 15,947
Total operating expenses 15,745 14,273
Net income 3,302 1,674

Condensed balance sheets

Current assets 5,385 3,596
Non-current assets 4,114 847
Total assets $ 9499 § 4,443

18
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Current liabilities $§ 2,158 § 746
Non-current liabilities 812 392
Partners’ capital 6,529 3,305

Total liabilities and partners’ capital $§ 9,499 § 4,443

The Corporation is in development and construction of SMRH and
CRH. These entities are consolidated as investment in joint
ventures, and had net losses of $183,625 and $8,125, respectively.
The equity accounts of SMRH and CRH have accumulated losses
of $213,685 and $8,125, respectively.

6. Intangible assets In conjunction with the initial capitalization of St. John’s, MHSL
contributed a separately identifiable intangible asset for its
previously existent rehabilitation line of business that was
operated within MHSL. The value assigned to the line of business
is estimated to have an indeterminate useful economic life and is
evaluated for impairment annually. This contribution did not
include any significant tangible assets or liabilities.  This
contribution was valued, by an independent agency, to be worth
$7,850,000. This amount was used as MHSL’s contribution to St.
John’s and was recorded as a separately identifiable intangible
asset.

In conjunction with the initial capitalization of RHOW, WMH
contributed a separately identifiable intangible asset for its
previously existent rehabilitation line of business that was
operated within WMH. The value assigned to the line of business
is estimated to have an indeterminate useful economic life and is
evaluated for impairment annually. The contribution did not
include any significant tangible assets or liabilities.  The
contribution was valued, by an independent agency, to be worth
$2,440,000. This amount was used as WMH'’s contribution to
RHOW and was recorded as a separately identifiable intangible
asset.

In conjunction with the initial capitalization of TRHFW during
2011, THHFW contributed a separately identifiable intangible
asset for its previously existent rehabilitation line of business that
was operated within THHFW. The value assigned to the line of

19
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business is estimated to have an indeterminate useful economic
life and is evaluated for impairment annually. The contribution
did not include any significant tangible assets or liabilities. The
contribution was valued, by an independent agency, to be worth
$2,110,000. This amount was used as THHFW’s contribution to
TRHFW and was recorded as a separately identifiable intangible
asset.

7. Debt Lines of credit consist of the following at December 31, 2011 and
2010:
2011 2010

Line of credit with Square One Bank
with an availability of $8,000,000,
with interest payable monthly at a
variable rate (5% at December 31,
2011) with principal balance due at
maturity in June 2012, secured by the
assets of the Corporation. $ 4,000,000 $ 4,000,000

Line of credit with UMB Bank with
an availability of $2,500,000, with
interest payable monthly at an index
rate determined by the lender (2.75%
at December 31, 2011) with principal
balance due at maturity in June 2012,
secured by the assets of St. John’s. 1,375,000 1,375.000
5,375,000 5,375,000
Line of credit discount (80,670) -
$ 5,294,330 $ 5,375,000

20
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In connection with the extension of the Square One Bank line of
credit in 2011, the Corporation issued detachable stock warrants
(the “Warrants”) that are exercisable into 157,150 shares of the
Company’s Series C convertible preferred stock. The warrants are
reflected in the consolidated financial statements as a discount on
the line of credit and an increase in stock warrants. The discount is
being amortized using a method that approximates the effective
interest method over the term of the line of credit. The fair value
of the warrants on the date of issuance was $138,292,

The warrants are exercisable at $0.76 per share. The number of
warrants and the price per exercisable share are subject to certain
adjustments as provided in the warrant agreement. The warrants
expire on July 22, 2018.

Management is currently in negotiations to restructure or extend
the $8,000,000 line of credit and anticipates the transaction will be
completed prior to the date of maturity.

Management is currently in negotiations with UMB Bank to
extend the $2,500,000 line of credit and anticipates the extension
will be completed prior to the date of maturity.

Notes payable consist of the following at December 31, 2011 and
2010:

2011 2010

Note payable to WMH with
interest payable at a fixed rate of
5%. The note was unsecured and
repaid in June 2011. $ - § 186,751

Capital lease obligation with
monthly payments of $3,399,
which includes principal and
interest based on a fixed rate of
9.88%, with final installment due
in March 2016. 141,081 -

21
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Capital lease obligation with
monthly payments of $5,941,
which includes principal and
interest based on a fixed rate of
7.4%, with final installment due in
November 2014, 208,918 241,790

Note payable due in monthly
installments of $12,000 with
interest payable at a fixed rate of
6%, with final installment due in
May 2015. 437,472 551,484

Note payable due in monthly
installments of $50,000, which
includes principal and interest
based on a fixed rate of 5.0%. The
balance is amortized over a period
of 30 months with final installment

due in February 2014. 1,300,000 -
2,087,471 980,025

Less short-term balance (806,287) (356,025)

Long-term balance $ 1,281,184 $ 624,000

The Corporation’s credit facilities have certain financial covenant
requirements of which the Corporation was in compliance at
December 31, 2011 and 2010.

22
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Future maturities of debt at December 31, 2011 are as follows:

Year Ending December 31,

2012 $ 6,181,287
2013 821,231
2014 337,307
2015 112,615
2016 10,031
Total $ 7,462,471
8. Preferred stock Series A and Series A-1 preferred stock were issued in September

2002 when the Corporation was initially funded. Subsequent to
the issuance of the Series A and Series A-1 preferred stock the
investors entered into a note and warrant purchase agreement
dated August 15, 2003 whereby the Series A and A-1 investors
loaned certain monies to the Corporation in exchange for
promissory notes and warrants. The warrants expire in August
2013.

In June 2005, the Corporation issued its Series B preferred stock to
existing and new investors. As part of that transaction, the
promissory notes dated December 30, 2004 were converted
(principal and interest) into shares of Series B preferred stock.

Series C preferred stock was issued to existing investors for
approximately $11,500,000 and $6,000,000 in October 2008 and
January 2011, respectively, as part of a qualified equity financing
in accordance with the bridge loan agreement. A “Qualified
Equity Financing” is defined as the first sale of preferred stock of
the Corporation following the date of the note purchase agreement
that results in cash proceeds to the Corporation (excluding the
conversion of the bridge loans) of at least $5 million. The
outstanding principal and accrued interest amounting to
$6,589,361 under the bridge loans was converted into Series C
preferred stock.
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BVP Affiliates Fund Limited and Baird Venture Partners Limited
(collectively, “Baird”), invested in Series A, A-1, and B preferred
stock. Baird did not invest in the Series C preferred stock and as a
result of the provisions of the Series C stock purchase agreement
the previous classes of preferred stock held by Baird were
converted to common stock during 2008 on a one-for-one basis.

In 2007, warrants were issued to holders pursuant to the
Corporation’s bridge loans and warrant purchase agreements.
Each lender was issued warrants amounting to 20% of the
principal amount of the bridge loan issued to such lender. Each
warrant shall be exercisable for that number of shares of common
stock at an exercise price of $.01. The warrants expire in July
2017.

Voting

Each holder of preferred stock has voting rights equal to an
equivalent number of shares of common into which it is
convertible.

Conversion

Each share of preferred stock may at the option of the shareholder
be converted at any time into shares of common stock by dividing
the original issue price by the conversion price, as defined, subject
to adjustments under specific circumstances. Each share of
preferred stock automatically coverts into the number of shares of
common stock into which such shares are convertible immediately
upon the earlier of: 1) the closing of an initial public offering
which results in gross cash proceeds to the Corporation of
$30,000,000 or 2) 60% of the consent of the holders of preferred
stock. The preferred stock is redeemable at the option of the
holder upon written notice to the Corporation of the intent to
convert previously held preferred shares into common shares.

Redemption

At any time after October 10, 2014, the holders of not less than
sixty percent (60%) of the then outstanding shares of Series A/A-1
preferred stock, Series B preferred stock and Series C preferred
stock, voting together as a single class, on an as-converted basis
(the “Preferred 60% Majority”), may elect to have the Corporation
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redeem their Series A/A-1 preferred stock, Series B preferred
stock and Series C preferred stock at the preferred stock
redemption price (defined below) by delivering written notice of
such election (the “Redemption Election”) to the Corporation.

The “Preferred Stock Redemption Price” payable with respect to
each share of preferred stock shall be equal to the greater of (i) the
fair market value (determined without any discount for minority
interest, restrictions on transfer, lack of marketability or similar
factors) of such share of Series A/A-1 preferred stock, Series B
preferred stock, and Series C preferred stock on the date the
Redemption Election is received by this Corporation, or (ii) the
Original Series A/A-1 Issue Price in the case of the Series A/A-1
preferred stock, the Original Series B Issue Price in the case of the
Series B preferred stock, and the Original Series C Issue Price in
the case of the Series C preferred stock (as adjusted for any stock
splits, stock dividends, recapitalizations or the like), in each case
plus all declared but unpaid dividends on each share of preferred
stock after the date hereof to be redeemed. The Corporation is
recording accretion of stock issuance costs through October 2014
based on the original issue prices.

Dividends

Holders of Series C preferred stock shall be entitled to receive
noncumulative dividends at the per annum rate of 8%, out of any
assets legally available thereof, prior to and in preference to any
declaration or payment of any dividend of the Series A preferred
stock, Series A-1 preferred stock, Series B preferred stock, or
common stock of the Corporation.

Holders of Series A, A-1, and B preferred stock shall be entitled to
receive noncumulative dividends at the per annum rate of 8%, out
of any assets legally available thereof, prior to and in preference to
any declaration or payment of any dividend on the common stock
of the Corporation.

Only declared but unpaid dividends, of which there are none as of

December 31, 2011 or 2010, are reflected within the consolidated
financial statements.
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The holders of preferred stock are also entitled to participate in
dividends on common stock on an as-if converted basis.

Liquidation Preference

In the event of any dissolution, liquidation or winding up of the
affairs of the Corporation, the holders of Series C preferred stock
shall be entitled to receive, prior and in preference to any
distribution of any of the assets of the Corporation to all other
holders of the Corporation’s securities, an amount per share equal
to the sum of the original issue price plus all declared but unpaid
dividends on those shares.

After the payment in full to the holders of the Series C preferred
stock, the holders of Series A, A-1, and B preferred stock shall be
entitled to receive, prior to an in preference to any distribution of
any of the assets of the Corporation to all other holders of the
Corporation’s securities other than to the holders of Series C
preferred stock, an amount per share equal to the sum of the
original issue price plus all declared but unpaid dividends on those
shares.

After payment of the liquidation preference, any remaining assets
of the Corporation are distributed pro-rata amount the holders of
the preferred stock and holders of the common stock. If upon the
occurrence of such event, the assets and funds distributed among
the preferred stock holders is insufficient to permit the payment to
such holders of the full preferential amount, the entire assets and
funds of this Corporation legally available for distribution shall be
distributed ratably among the holders of the preferred stock in
proportion to the full proportional amount that each such holder is
otherwise entitled to receive.

After payment has been made to the preferred stock shareholders,
the remaining assets legally available for distribution shall be
distributed among the holders of the preferred stock on an as-
converted basis and common stock pro rata based on the number
of shares of common stock held by each.
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9. Common stock The Corporation’s certificate of incorporation as amended
authorizes the Corporation to issue 95,504,666 shares of $.001 par
value common stock.

Each share of common stock is entitled to one vote. The holders
of common stock are also entitled to receive dividends whenever
funds are legally available, as and when declared by the Board of
Directors, subject to the prior rights of holders of all classes of
stock outstanding.

10. Stock option plan  In 2002, the Corporation adopted the 2002 Stock Option Plan (the
“Plan”). The Plan provides for the granting of stock options to
employees, outside directors and consultants of the Corporation.
Options granted under the Plan may be either incentive stock
option or nonqualified stock options. Incentive stock options
(“ISO”) may be granted only to company employees (including
officers and directors who are also employees). Non-qualified
stock options (“NSO”) may be granted to Corporation employees
and outside directors and consultants. All stock options have four
year terms and expire ten years from the date of grant. The
Corporation has reserved shares of common stock for issuance
under the Plan.
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Stock option activity for the years ended December 31, 2011 and
2010 is summarized as follows:

Weighted
Option Average
Shares Price/Share Price/Share
QOutstanding at December 31,
2009 6,139,862  $0.04-0.10 $0.08
Granted 560,000 $0.08 $0.08
Forfeited (430,000) $0.08 $0.08
Outstanding at December 31,
2010 6,269,862  $0.04-0.10 $0.08
Granted 2,161,550 $0.16 $0.16
Exercised (106,250) $0.04 $0.04
Forfeited (343,750)  $0.04- 0.08 $0.06
Outstanding at December 31,
2011 7,981,412  $0.04-0.16 $0.10

As of December 31, 2011, the weighted-average remaining
contractual life of the outstanding options was approximately
seven years. As of December 31, 2011, 4,751,973 options were
exercisable under the Plan.

The fair value of each option award is estimated on the date of
grant using a Black-Scholes option valuation model that uses the
following assumptions: 1) expected volatility; 2) expected term (in
years); and 3) risk free rate. Expected volatility is based on
selected public healthcare companies. The expected term of
options granted is based on the vesting period. The risk-free rate
for each option is based on the U.S. Treasury yield curve in effect
at the time of the grant. The fair value of the options granted
during 2011 and 2010 was $0.16 and $0.08 per share, respectively.
For the years ending December 31, 2011 and 2010 stock
compensation expense amounted to $28,730 and $22,184,
respectively.
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11. Related party The Corporation provides certain management services to CRH,
transactions SMRH, Lancaster and Methodist. These Hospitals pay the
Corporation a fixed monthly management fee and also reimburse
the Corporation for direct general and administrative expenses.
The Corporation also purchases healthcare benefits as well as
incurs start-up costs related to equipment and services during each
hospital’s first year of operation. These additional expenditures are
reimbursed to the Corporation at cost. Management fee revenue
received from these Hospitals during 2011 and 2010 was $991,668
and $881,675 respectively.

The amount receivable from CRH as of December 31, 2011
amounted to $4,125. There were no receivables from CRH as of
December 31, 2010.

The amount receivable from SMRH as of December 31, 2011 and
2010 amounted to $211,685 and $30,000, respectively.

The amount receivable from Lancaster as of December 31, 2011
and 2010 amounted to $48,334 and $7,399, respectively.

The amount receivable from Methodist as of December 31, 2011
and 2010 amounted to $23,860 and $7,199, respectively.

12. Commitments and Legal - The Corporation and Hospitals are, from time to time,
contingencies subject to various claims and legal actions arising in the normal
course of business. In the opinion of management, any such
claims and actions will be either adequately covered by insurance
or will not have a material adverse effect on the Corporation’s or

Hospitals’ financial position, results of operations or liquidity.
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Payors - Laws and regulations governing Medicare, Medicaid, and
other payor health care programs are complex and subject to
interpretation. The Hospitals’ management believes that the
Hospitals are in compliance with all applicable laws and
regulations in all material respects. Compliance with such laws
and regulations is subject to future government review and
interpretation as well as significant regulatory action including
fines, penalties, and exclusion from the Medicare, Medicaid, and
other payor health care programs.

The Centers for Medicare and Medicaid Services ("CMS") have
implemented a Recovery Audit Contractors ("RAC") program.
The purpose of the program is to reduce improper Medicare and
Medicaid payments through the detection and recovery of
overpayments. CMS has engaged subcontractors to perform these
audits and they are being compensated on a contingency basis
based on the amount of overpayments that are recovered. While
management believes that all Medicare and Medicaid billings are
proper and adequate support is maintained, certain aspects of
Medicare and Medicaid billing, coding and support are subject to
interpretation and may be viewed differently by the RAC auditors
than by Hospital management. As the amount of recovery, if any,
is unknown, management has not recorded any reserves related to
a potential RAC audit at this time.

Healthcare Reform - In March 2010, Congress adopted
comprehensive health care insurance legislation, the Patient Care
Protection and Affordable Care Act (“collectively, the “Health
Care Reform Legislation”). The Health Care Reform Legislation,
among other matters, is designed to expand access to health care
coverage to substantially all citizens through a combination of
public program expansion and private industry health insurance.
Provisions of the Health Care Reform Legislation become
effective at various dates over the next several years and a number
of additional steps are required to implement these requirements.
Due to the complexity of the Health Care Reform Legislation,
reconciliation and implementation of the legislation continues to
be under consideration by lawmakers, and it is not certain as to
what changes may be made in the future regarding health care
policies. Changes to existing Medicaid coverage and payments
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are also expected to occur as a result of this legislation. While the
full impact of Health Care Reform Legislation is not yet fully
known, changes to policies regarding reimbursement, universal
health insurance and managed competition may materially impact
the Hospitals’ operations.

Leases - The Corporation’s corporate offices, located in
Brentwood, Tennessee, are leased from Park Center Partnership II.
The lease expires on December 31, 2013. The lease contains a
fixed escalation provision requiring monthly lease payments to
increase by 2.5% annually. Corporate rent expense, on a straight-
line basis, for 2011 and 2010 was $132,900 and $130,399,
respectively. The related deferred rent of $13,112 and $8,125 as
of December 31, 2011 and 2010, respectively, is included in long-
term liabilities in the accompanying consolidated financial
statements.

The approximate future minimum lease payments under the
Corporation’s operating lease are as follows:

Year Ending December 31, Amount

2012 $ 131,000
2013 147,000
Total $ 278,000

St. John’s leases its facilities as part of a 20 year operating lease
with G&E Healthcare REIT. The lease contains a fixed escalation
provision requiring monthly lease payments to increase by 2%
annually. Rent expense, on a straight-line basis, for 2011 and 2010
was $3,599,148, respectively. The related deferred rent of
$2,393,188 and $1,963,916 as of December 31, 2011 and 2010,
respectively, is included in long-term liabilities in the
accompanying consolidated financial statements.
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